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WHEN PREMISES ARE 
APPLICATION FOR 
Regulation 30A of the National Security 
(War Service Moratorium) Regulations 
broadly, mem- 


discharged members of 


enables a protected person 
bers of the Forces, 
the Forces, and their dependants), to make 
application for a dwelling-house which is 


unoccupied or about to become unoceupied. 
It provides that a protected person may 
apply in writing to a court of limited civil 
jurisdiction constituted by a Police, Stipen- 
diary or Special Magistrate for a warrant 
authorising and requiring the delivery of 
possession to him or her of a dwelling- 
house ‘‘which is unoccupied or about to 
become unoccupied’’. Recent decisions 
have restricted the meaning of unoccupied 
in a manner which lessens the privileges 
which it was generally thought the regula- 
tion conferred. 

In Ex parte Smith; Re Gilchrist (1947), 
64 N.S.W.W.N. 148, the Full Court of the 
Supreme Court of New South Wales held 
that a protected person could not enter into 
possession, under a warrant granted by a 
Magistrate, of a dwelling-house which is 
about to become vacant if arrangements 
had already been made by the landlord for 
its occupation by an incoming tenant. In 
that case, a flat was let to one Dorrian, who 
informed the landlady that he would be 
giving up the flat, but without mentioning 
an exact date. The landlord thereupon 
entered into an agreement with one, Spiers, 
under which he became tenant from the 
date when Dorrian vacated the premises. 


‘““TINOCCUPIED’’ 
POSSESSION 


PURPOSE OF AN 
PERSON. 


FOR THE 


BY A PROTECTED 


formal notice fixing the 


Subsequenty, a 
giving up possession was served. 


date ot 
A. W. 
had 


Gilchrist, a discharged serviceman, 
the flat with the 
Dorrians. He successfully to a 
Magistrate for possession of the flat, and 
the landlord suecessfully appealed against 
this in the Supreme Court. The Chief 
Justice said that the Special Magistrate 
had evidently dealt with the application as 
though it said not ‘‘about to become un- 
oceupied’’ but ‘‘about to be no longer 
occupied by the person who is, for the time 
which, His Honour 


living in 
applied 


been 


being, occupying it’’ 
remarked, is a very different thing. 
Mr. Justice Davidson added that it was 
clear that the dwelling was not about to 
become unoccupied as another person had 
been lawfully authorised to enter into 
occupation immediately the tenant left. 

This case was followed in the Supreme 
Court of Victoria when Lowe J. held that 
a dwelling-house is only about to become 
unoccupied within the meaning of Regu- 
lation 30A if the present occupant is about 
to go out and no one else is about to come 
into the premises; that it is not unoccupred 
if another person is about to come in under 
a lease or some other arrangement, either 
written or oral, with the owner (Lowen v. 
McLellan, {1948} V.L.R. 37; [1947] A.L.R. 
374). 

Further light was thrown on the mean- 
ing of ‘‘unoecupied’’ in Irvine v. Begel- 
hole, [1947] V.L.R. 504, where it was held 
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that a dwelling-house may be about to 
become unoccupied within the meaning of 
the regulation, although a person other 
than the tenant is in the premises, and 
intends to remain there without legal right 
when the tenant leaves the premises. 
Sub-regulation (5) of Regulation 30AB 
provides that an application for possession 
by a protected person under Regulation 
30A shall not be granted, among other 
things, if the dwelling-house was erected 
or acquired for the accommodation of a 
particular person or class of persons and 
is reasonably required for that purpose. 
In a recent case before Herring C.J. in the 
Supreme Court of Victoria, a fruit mer- 
chant built a house for the accommodation 
of employees in his orchard and packing 
shed. While this house was temporarily 
vacant, a protected person applied under 
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the above Regulation 30A for a warrant to 
give him possession. Two hours before 
notice was served on him, the fruit mer. 
chant had engaged a new employee and 
given him and his family the right to 
occupy the house. The Court held that 
the house fell within the exception men. 
tioned above, and that the applicant was 
not entitled to a warrant (Jeremiah y, 
Woolf, [1948] V.L.R. 4; [1948] A.LR. 
51). 

The decision in Lowen v. McLellan, 
supra, was followed in Knox v. Davies, 
({1948] V.L.R. 1) and it was further held 
that in such a case even though the person 
with whom the arrangement is made may 
not know whick one of several dwelling- 
houses he has agreed to occupy, it is suff- 
cient if the subject of the arrangement is 
ascertainable. 


LIABILITY OF HOTEL-KEEPERS FOR LUGGAGE ENTRUSTED TO THEM 
FOR SAFE CUSTODY. 


and rights of inn- 
goods brought to 
upon bailment or 


The duties, liabilities 
keepers with respect to 
inns are founded not 


pledge or contract, but ujfon the custom of 


the realm; and that customary law has been 
modified by s. 174 of the Licensing Act, 
1908 (N.Z.). 

If the guest of an innkeeper seeks more 
than £30 in respect of the loss of or injury 
to goods or property brought to the inn- 
keeper’s licensed premises, the onus of 
proving that such goods or property has 
been stolen, lost, or injured through the 
wilful act, neglect, or default of such inn- 
keeper, or any servant in his employ, is 
thrown on the guests by s. 174 (1) of the 
same Act. 

The dividing line between conjecture 
and inference in actions founded on negli- 
gence is often a difficult one to draw. In 
determining whether an inference may be 
legitimately drawn from the evidence, the 
following principles should be applied. No 
inference can properly be made except on 
the foundation of proved objective facts. 
But, in a civil case, an inference may legiti- 
mately be made even though it is not 
established with moral certainty beyond 
reasonable doubt. The weight of probabili- 
ties may be considered; and if, in the 
result, a state of belief is created in the 
mind of a tribunal which has remembered 
that it is charged with the duty of finding 


the truth, and is not allowed to make mere 
guesses, then such a conclusion will stand. 

Where the jury has the task of saying 
whether an inference is to be drawn, it 
must be remembered that reasonable men 
may differ on this question, as learned 
Judges have done in the decided cases, and 
that therefore a Judge is not entitled to 
withhold from a jury its right to be con- 
vineed in civil eases by a survey of relative 
probabilities. If, however, a jury announ- 
ces itself convinced, when reasonable men 
must agree that the probabilities are m 
equipoise, then its verdict is to be con- 
demned as a mere guess. 

Pleadings are not to be treated as positive 
allegations of the truth of the facts therein 
for all purposes, but only as statements of 
the case of the party to be admitted or 
denied by the other side, and, if denied, 
to be proved and ultimately submitted for 
judicial decision. 

Observations on the position of the em- 
ployer of a licensee quoad the guests in his 
hotel in respect of the said s. 174, which 
uses the term ‘‘innkeeper’’, which, by vir- 
tue of s. 2 of that Act, means a licensed 
publican. Hawkins v. Dominion Brewertes, 
Ltd., [1948] N.Z.L.R. 15. 


[Note:—S. 174 of the New Zealand Licensing 
Act 1908 provides as follows: 

(1) No innkeeper shall be liable to make 
geod to any lodger or guest any loss of o 
injury to goods or property brought to his 
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licensed premises (not being a horse or other 
live animal, or any gear appertaining thereto, 
or any carriage) to a greater amount than the 
sum of thirty pounds, except in the following 
eases, that is to say:— 

(a) Where such goods or property has been 
stolen, lost, or injured through the wilful 
act, default, or neglect of such innkeeper, 
or any servant in his employ: 

(b) Where such goods or property has been 
deposited expressly for safe custody with 
such innkeeper: 

Provided that in the case of such deposit 
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it shall, be lawful for such innkeeper, if he 
thinks fit, to require as a condition of his lia- 
bility that such goods or property shall be 
deposited in a box or other receptacle fastened 
and sealed by the person depositing the same. 


(2) If any innkeeper refuses to receive for 
safe custody as before mentioned any goods or 
property of his lodger or guest, or if any such 
lodger or guest, through any default of such 
innkeeper, is unable to deposit such goods or 
property as aforesaid, such innkeeper shall not 
be entitled to the benefit of this Act in respect 
of such goods or property. | 


VALIDITY OF PATENT WHERE NOVELTY DEPENDENT ON ANTERIOR 
DISCOVERY. 


An interesting decision in connection 
with the law of patents was given in the 
House of Lords in February last, in the 
ease of, Raleigh Cycle Co. Ltd. v. H. Miller 
& Co. Ltd., [1948] 1 All E.R. 308. The 
appellants discovered that, contrary to 
general belief, a light receiving only 
twenty electrical pulses a second and not 
a minimum of fifty pulses was adequate for 
the lighting of a pedal bicycle, and they 
were, therefore, able to produce an efficient 
dynamo of sufficiently light weight and 
small size to be fitted to the hub of a 
bicycle wheel. On 26 November, 1935, they 
applied for a patent and the complete speci- 
fication was accepted on 28 June, 1937. 
The specification recited that the object 
of the invention was: . 


an improved electric generator for the hub of 
a eycle wheel ... which gives a steady light 
even at slow speed but which is only driven at 

“the same speed as the cycle wheels... The 
stator may be about 34 inches diameter and 
has the same number of poles (20) as the 
rotary magnet. 

The elaims in the specification were inter 

alia for: 


> 
(1) an electric generator for a cycle com- 
prising a multipolar annular permanent magnet 


and a wound multipolar armature mounted 
within the hub of the cycle wheel, characterised 
in that the multipolar annular permanent mag- 
net is fixed to the wheel hub and that the arma- 
ture is fixed to the wheel spindle ... (5) an 
electric generator for a cycle, constructed, and 
arranged substantially as herein described, with 
reference to and as illustrated in the accom- 
panying drawings. 


The respondents produced an article which 
was the mechanical equivalent of the appel- 
lants’ device, and the appellants began 


these proceedings in respect of an alleged 
infringement of their patent. The Court 
held: (i) although the inventive step 
resided in the discovery which the appel- 
lants device embodied and not in the 
arrangement or construction of the appara- 
tus, the article was qualified to rank as a 
manner of new manufacture within the 
Statute of Monopolies; (ii) notwithstanding 
that there was no clear statement in the 
specification of the discovery which was 
the real inventive step, the invention was 
sufficiently described therein, the descrip- 
tion being adequate to enable -one with 
reasonable skill and knowledge in the art 
to earry the invention into effect and a 
patentee not being bound to include in his 
specification a statement of the inventive 
step (Lord Simonds and Lord Normand 
dissented on this); (iii) on the true con- 
struction of the specification, it would be 
clear to a skilled reader that the ‘‘steady 
light’’ promised was obtainable with a fre- 
quency of twenty pulses a second and that 
the former minimum standard of fifty 
pulses was not required, and there was, 
therefore, no false representative (Lord 
Simonds and Lord Normand dissented on 
this): (iv) in claim (1) the word ‘‘multi- 
polar’’ meant having not less than four 
poles, and as the meaning was not restric- 
ted in the context to show that twenty poles 
or thereabouts was intended, the claim was 
bad because its ambit was too wide; (v) 
claim (5) was limited in extent by the in- 
corporation therein of the drawings, and 
was a good, distinct and separate claim, 
which the respondents had infringed (Lord 
Simonds and Lord Normand also dissented 
on this point). 
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NECESSARY IMPLICATION OF INTENTION WHERE WORDS 
OMITTED IN WILL. 


Where it is clear on the face of the will 
that the testator has not accurately or com- 
pletely expressed his meaning by the words 
he has used and it is also clear what are 
the words which he has omitted, those 
words may be supplied in order to effectu- 
ate the intention as collected from the con- 
text (Re Smith (deceased), Veasey v. 
Smith, [1947] 2 All E.R. 708). 

By her will dated 11 September, 1939, 
a testatrix, who died on 16 July, 1945, 
appointed her husband and another to be 
her executors and trustees, and after, inter 
alia, bequeathing part or her moveable 
chattels to her husband, provided that: 


husband predeceasing me 
or if surviving my death dying within one 
calendar month of the date of my death the 
following clauses of this my will shall operate. 


in the event of my 


By the succeeding clauses she purported to 
dispose of the residue of her estate, devis- 
ing and bequeathing the major part thereof 
to her trustees to sell for the benefit or 
certain persons related to her husband and 
charities. The will made no provision for 
a disposition of the residue of her property 
in the event which happened of her hus- 
band surviving her for more than one 
calendar month. In these circumstances 
the Court held that there was an obvious 
omission from the will and as a matter of 
necessary implication the Court was en- 
titled to find that what had been omitted 


RIGHT OF DEPEN 


D 
CONTR 


IBUTORY 
By the rules of a contributory provident 
fund’ established by a company for the 
benefit of its employees, certain benefits 
were payable out of the fund for the bene- 
fit of a contributor who died while in the 
service of the company. ‘‘Service’’ was 
defined to mean continuous service as an 
employee, and ‘‘contributor’’ was defined 
to mean an employee making a contribution 
to the fund out of his salary. An employee 
of the company enlisted in the R.A.A.F. 
and for this purpose was granted leave of 
absence by the company. He was killed 
during his service with the Air Force and 
left a widow and child dependent on him 
at his death. For some time prior to his 


PROVIDENT 


was an absolute gift of the avhole residue 
to the testatrix’s husband in the event of 
his surviving the testatrix for more than 
one calendar month. 


Looking at this will again and being asked, as 
I am asked, to consider, not only the question 
whether there has been an omission, but also the 
question whether I can guess with reasonable 
certainty, as a matter of necessary implication 
what the omission was, I feel reasonably sure 
that the omission was not of a very 
number of words, but probably of quite a few 
words, and I should certainly come to the con 
clusion that what the lady meant was that, if 
her husband survived her sufficiently long to 
take charge of her estate, he was to have it. 
I refer again to Hawkins on Wills, p. 8, to the 
report of Coryton v. Helyar ((1745), 2 Cox Eq. 
340) where these words are 
‘*There is hardly any case where an implication 
is of but it is i 
because the Court finds it so to answer the 
devisor.’’ 


large 


quoted: 


Cas. 


necessity, called ‘necessary 
intention of the 

Here I find without 
omission, and I think I am entitled, as matter 
implication, in the in which 
words are used in the quotation to which 
referre find that what has been 


a gift to the testatrix’s husband. 


question an obvious 


of necessary sense 
those 
| have i, to 
omitted is 

Having come to that conclusion, I now see 
whether the authorities justify me in giving 
effect to what I will not describe as speculation, 
but rather as a compelling conviction, that sueh 
was the nature of the error which has occurred. 

His Honour then traversed the relevant 
authorities on the point, and, in the light of 
authorities stated that he was prepared to 
a declaration that the testatrix’s husband 


abselute interest 


those 
make 
was beneficially entitled to an 
in the residuary real and personal estate of the 
testatrix. 


ANT OF DECEASED AIRMAN TO SHARE IN 
] 


FUND. 


death, contributions had been paid to the 
fund on his behalf, but otherwise than out 
of his salary. 


Held, (i) that the rule as to payment of 
contributions out of the salary of a 
employee was directory and not mandatory 
and that the employee continued as a con- 
tributor; (ii) that his service with the 
company was continuous as both he and the 
company had recognised it as continuing; 
and (iii) that his dependants were entitled 
to the benefits provided under the fund. 
In re The Electrolytic etc. Pty. Ltd. Staf 
Provident Fund; Taylor v. Roberts, [1947] 
V.L.R. 498. 





April, 1948 


The Australian Accountant 


MARRIAGE BY PROXY. 


The celebration of marriage by proxy is 
a matter of the form of the ceremony or 
proceeding and is not an essential of the 
marriage, and there is no doctrine of public 
poliey which precluded the recognition in 
this country of a marriage by proxy cele- 
brated in a foreign country between a 
person domiciled in England, who has 
executed in England a power of attorney 
conferring authority on the proxy, and a 
person domiciled in that country, provided 
that the form of the ceremony is valid in 


that country, and contains nothing abhor- 
rent to christian ideas. 


Per curiam: If a proxy were revoked 
before the ceremony of marriage took place, 
but the other spouse and the proxy were 
unaware of the revocation, the Court might 
hold that the purported marriage was void 
on the ground that it was not a voluntary 
union, not because of any general objection 
to marriage by proxy: Apt (otherwise 
Magnus) v. Apt, [1947] 2 All E.R. 677. 


PROVISION UNDER TESTATOR’S FAMILY MAINTENANCE ACTS. 


A summons was taken out under the 
Inheritance (Family Provision) Act 1938 
(Eng.) on behalf of the plaintiff, Peter 
Franks, infant child of a second marriage 
of his mother for whom the mother, the 
testatrix, had made no provision in her 
will, though she had provided for a child 


of her first marriage. The testatrix having 
died immediately after the birth of the 
child of the second marriage without 
opportunity to alter her will, an order 
under the Act was made that provision 
should be made for the plaintiff — Re 
Franks, Franks v. Franks, {1947] 2 All 
E.R. 638. 


QUESTION OF PRIVILEGE WITH RESPECT TO STATEMENTS BY CANDI- 
DATE IN ELECTION ADDRESSES. 


In Braddock vy. Bevins, [1948] 1 All 
E.R. 450, A was the Labour candidate for 
election to a city council in the Aber- 
cromby ward of the E. parliamentary 
division of the city of L., and B, C and D, 
who were all members of the Labour Party, 
were prominent supporters of A and 
appeared with him at his meetings. B, once 
a member of the Communist Party, was 
member of Parliament for the E. division 
and a member of the city council, of which 
C and D were also members. A, B, C and 
D claimed damages for an alleged libel con- 
tained in an election address published by 
the first defendant, X, the Conservative 
candidate, and printed by Y, the second 
defendant. The statements which the plain- 
tiffs alleged to be defamatory were: 

(1) Communism. I am profoundly disturbed by the 
aims of the Soviet government. I am convinced 
that our civilisation is gravely threatened by 
the fantical desire of the Russian communisits 
to shackle their barbaric will on mankind. I am 
horrified that the Socialist M.P. for this division 
[B] and her friends in Abereromby should 
persistently take sides with the Soviet govern- 
ment and the British Communist Party. 

(2) Communist candidates are fighting Socialists in 
many parts of Liverpool—but not in Exchange. 


That is because they have a tacit understanding 
with B and her friends not to oppose near- 
communists. 


The distribution of the address was limited 
to electors on the roll. At the trial, the 
Judge ruled on the evidence that the word 
‘*friends’’ in the alleged libels could not 
refer to A, C or D and he withdrew from 
the jury the ease relating to them. As 
regards B, the Judge ruled that the defence 
of qualified privilege applied, and the jury 
returned a general verdict in favour of the 
defendants. On appeal the Court held (i) 
the words ‘‘her friends’’ were mere gener- 
alisation and could not be taken to refer 
to A, C and D as identifiable individuals, 
and their case was rightly withdrawn from 
the jury, (ii) statements contained in the 
election address of a candidate at an elec- 
tion concerning the opposing candidate are 
entitled to the protection of qualified privi- 
lege if they are made without malice and 
are relevant of the matters which the elec- 
tors will have to consider in deciding which 
way they will cast their votes, and (iii) B 
having identified herself prominently with 
the policy of the candidate and lent him 
her public support, the privilege extended 
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to cover statements in the address regard- 
ing her, but (iv) there had been such a 
misdirection by the Judge of the jury at 
the trial as to lead to the conclusion that 
a ‘‘substantial wrong or miscarriage had 
been thereby occasioned’’ within Rules of 
the Supreme Court, Ord. 39, r. 6, and, 
therefore, a new trial would be granted. 
Observations on the importance of a 


STUDENTS’ 
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Judge keeping the various issues in a case 
separate in his summing-up to the jury 
and of defining with clearness for the 
guidance of the jury the various matters 
to which, on the several issues, their minds 
should be directed ; and on the desirability 
of leaving specific questions to the jury 
when & number of issues is involved and 
not taking a general verdict. 


SECTION 


Edited by O. R. MAcDOoNALD, A.1.¢.A. 


AUDITOR’S RESPONSIBILITY IN REGARD TO STOCK IN TRADE 


by 


J. E. Hy Lanp, A.I.C.A. 


(Being a Lecture given to Members of the Commonwealth Accountancy Students’ 
Society (Victorian Division). 


**Is it any part of an auditor’s duty to 
take stock?’’ 

An attempt to find the answer to this 
question reveals that there are two dis- 
tinct schools of thought amongst account- 
ants on this point, and it is the purpose of 
my talk to-night to place before you the 
contentions of both groups. 

That students should be aware of this 
difference of opinion and of the respective 
arguments advanced by each side is, to my 
mind, important, for the following reasons: 

1. Their outlook on the subject is broad- 

ened beyond the limits of the King- 
ston Cotton Mills decision. 

They are better equipped to give a 
balanced answer to any relevant ex- 
amination question. 

Before proceeding to discuss these diver- 
gent views, I wish, first of all, to quote you 
figures which will illustrate the importance 
of the asset, Stock-in-Trade. Mr. A. A. 
Fitzgerald, in a survey of the published 
accounts of forty Victorian companies, 
made the following analysis, which was 
published in the December, 1944, issue of 
‘‘The Australian Accountant’’, of the re- 
lationship of stocks to total assets. 

No. of Percentage of Stocks 
Companies On Total Assets 
5 Under 5% 
5 5— 9% 


1 10 — 14% 


Percentage of Stocks 
On Total Assets 

19% 

24% 

29% 


34% 


No. of 

Companies 

6 1 — 

3 9 = 

9 25 — 

3 3 —. 

: 35 — 39% 

: 40 — 44% 

2 45% 

TotaL 40 


and over. 
Companies 


The effect which any serious error in 
the value of stocks could have on the finan- 
cial structure of a concern is further 
demonstrated by Mr. Fitzgerald’s analysis 
of the percentage which stocks at the end 
of the trading year bore to the disclosed 
profit for the year before providing for 
tax :— 

Percentage of 
No. of Closing Stocks to 
Companies Disclosed Profit 
3 less than 50% 
10 " 100% 
6 200% 
9 300% 
8 400% 
2 500% 
Over 500% 


40 Companies. 
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Having satisfied ourselves that this asset 
is of sufficient importance to warrant dis- 
eussion, We can now consider the merits of 
the respective contentions. 

Some accountants, relying on the dictum 
laid down by the Kingston Cotton Mills 
Case, maintain that an auditor is not re- 
quired to take stock and that he is entitled 
to accept a certificate as to the value of the 
stock on hand from a responsible officer of 
the firm. They also contend that it is im- 
possible in many industries for an auditor 
to possess the necessary technical know- 
ledge to make any worthwhile physical 
check. In such eases, they assert, a report 
by the auditor that he has verified, by 
physical inspection, the existence of stock 
on hand, ereates a false feeling of security 
in the minds of the shareholders. 

On the other hand, there is a number of 
accountants who believe that it is unsafe to 
rely implicitly on the legal decision quoted. 
They contend that the judgment in any 
future case of a similar nature will depend 
on the circumstances and may not neces- 
sarily follow on the ruling given in the 
ease mentioned. 

The possibility of a contrary decision 


being given in any subsequent case will be- 


appreciated, when it is realized that the 
final judgment in the Kingston Cotton 
Mills Case was on an appeal against a 
decision given by Mr. Justice Williams in 
the lower Court. He had keld that the 
auditors were not entitled to rely on the 
manager’s certificate, when a careful exam- 
ination of the books would have disclosed 
the overstatement of stocks. 

The advocates for inereasing the 
auditor’s responsibility to include the test 
checking of stock admit that it is imprac- 
ticable, in many industries, to check. fully 
the quality, quantity and value of all stock 
items, but they do consider that he should 
at least ensure: 

That an adequate system of recording 
stocks on hand at balancing periods 
is in operation. 

That the unit prices, extensions and 
additions of the stock sheets are 
eorrect. 

That invoices for stock received just 
prior to the end of the period, and 
included in the stock sheets, have been 
taken up in the books and not held 
over until the following month. 
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4. That items shown on the delivery 
dockets for the last month have not 
been included in the stock sheets. 


That the stocks do exist. This, of 
course, can be reasonably ascertained 
only by physically inspecting a fair 
sample of the items listed. 

Most of the above details, of course, you 
will find in your text-books, and I wish if 
possible, to cover some ground which you 
will probably not have time to include in 
the normal course of your studies. There- 
fore, I have chosen as a background for this 
talk a famous fraud which took place in 
America, and which is now known as the 
McKesson Robbins Frauds. 


The attention of accountants throughout 
the world was focussed on this ease, and 
I believe a consideration of the main points 
will gain you these benefits :-— 

1. You will become familiar with the 

latest trends in America regarding 
the audit of stocks. The importance 
of having this knowledge is that these 
trends may quite possibly become 
standard practice in Australia at 
some future date. 
You will appreciate the elaborate 
organization by which a fraud can be 
engineered, and the alertness which 
an auditor must possess if he is to 
detect such carefully laid schemes. 

The following is a general outline of the 
case: 

McKesson Robbins Incorporated (Mary- 
land) was a large drug firm with sub- 
sidiaries in many places, including one at 
Bridgeport, Connecticut. The  consoli- 
dated balance sheet of the company as at 
the 31st December, 1937—the last pub- 
lished before disclosure of the fraud— 
showed total consolidated assets exceeding 
$87,000,000 of which, assets amounting to 
$19,000,000 were subsequently found to be 
fictitious. The fictitious items consisted of 
Inventories $10,000,000, Accounts Receiv- 
able $9,000,000 and cash at bank $75,000. 
The fraud was accomplished by the oper- 
ation at the Bridgeport Office of an entirely 
fictitious foreign crude drug business, and 
the following extract from the official 
report of the Securities and Exchange 
Commission, which investigated the fraud, 
will give you a general picture of how it 
was carried out. 
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The fraud was engineered by Frank Donald 
Coster, president of McKesson & Robbins since 
it merger with Girard & Co. Ine. in November, 
1926. In reality, Coster was Philip M. Musica, 
who under the latter name had been convicted 
of commercial frauds. In carrying out this 
fraud, Coster, in the later years, was assisted 
principally by his three brothers: George E. 
Dietrich, assistant treasurer of the Corporation, 
who was in reality George Musica; Robert J. 
Dietrich, head of the shipping, receiving and 
warehousing department of McKesson & Rob- 
bins at Bridgeport, Connecticut, who was in 
reality Robert Musica; and George Vernard, 
who was in reality Arthur Musica, and who 
managed the offices, mailing addresses, bank 
accounts and other activities of the dummy 
concerns with whom the McKesson Companies 
supposedly conducted the fictitious business. 

To accomplish the deception, purchases were 
pretended to have been made by the MeKesson 
Companies from five Canadian Vendors, who 
thereafter purportedly retained the merchandise 
at the warehouses for the account of McKesson. 
Sales were pretended to have been made for the 
McKesson’s account by W. W. Smith and Co. 
Inc., and the goods shipped directly to the 
latter from the Canadian vendors to the cus- 
tomers. Payments for the goods purchased and 
collections from customers for goods sold were 
pretended to have been made by the Montreal 
Banking firm of Manning & Company, also for 
the account of McKesson. W. W. Smith & Co. 
Ine., Manning & Co., and the other five Canadian 
vendors, are now known to have been entirely 
fictitious or merely blinds used by Coster for 
the purpose of supporting the fictitious trans- 

actions. 
~~ 

Invoices, advices and other documents, pre- 
pared on printed forms in the names of these 
firms, were used to give an appearance of 
reality to the fictitious transactions. In addition 
to this manufacture of documents, a series of 
contracts and guarantees with Smith and Man- 
ning, and forged ecreditegl reports on Smith were 
also utilized. The foreign firms to whom the 
goods were supposed to have been sold were 
real, but had done no business of the type 
indicated with McKesson. 

The fictitious transactions originated early 
in the life of Girard & Co. Ine., Coster’s pre- 
decessor concern, incorporated on 31st January, 
1923, and increased until they reached the pro- 
portions mentioned above. The manner of 
handling the transactions described above was 
the one in vogue since the middle of 1935. 
Prior to that time, the fictitious goods were 
supposed to have been physically received at 
and reshipped from the Bridgeport plant of 
McKesson. And prior to 1931, McKesson made 
actual cash payments directly for the fictitious 
purchases which at that time were supposed to 
have been made from a group of domestic 
vendors, but recovered a large part of this cash 
purportedly as collections on the fictitious sales. 
The change from using actual cash to the sup- 
posed clearance through Manning & Co. was 
not effected abruptly, but for some time after 
1931 both systems were used. The Canadian 
vendors, however, were only used in connection 
with the Manning clearance system. From the 
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report of the accountant for the trustee in re. 
organization of McKesson & Robbins Ine., it 
appears that, out of actual cash outgo from 
the McKesson companies in connection with 
these fictitious transactions of $24,777,851.90, 
all but $2,869,482.95 came back to the McKesson 
companies in collection of fictitious receivables 
or as cash transfers from the pretended bank 
of Manning & Company. 

The investigation was required to deter. 

mine :— 

1. The character, detail and scope of the 
audit procedure followed by the 
Company’s Auditors. 

The extent to which prevailing and 
generally accepted standards of audit 
procedure were adhered to and 
applied by the company’s auditors. 
The adequacy of the safeguards 
inhering in this generally accepted 
practice and principle of audit pro- 
cedure to assure reliability and acev- 
racy of financial statements. 

At this stage, it is worth while to con- 


sider a recommendation as to the audit of 


inventories contained in a pamphlet issued 
by the American Institute of Accountants 
in 1936. The following is an extract :— 


The duties and responsibilities of the accountant 
in the ease of quantities and quality and con 
dition of stock vary with the circumstances; 
but he must rely principally for information as 
to quantities, quality and condition upon the 
responsible officers and employees of the com 
pany. In the ease of a business which does 
not call for technical knowledge and _ presents 
no substantial difficulties, the accountant, by 
special arrangement with his client, may be 
justified in assuming a greater degree of respon- 
sibility than in cases where expert knowledge is 
essential. Make reasonable enquiries and tests 
to ascertain that quantities have been carefully 
determined and that quality and condition have 
received due consideration. 


The Commission found that the com- 
pany’s auditors had conducted the audit in 
accordance with the standard practice, al- 
though in its opinion the omission of any 
attempt at a physical check of the stocks 


at Bridgeport—‘‘cannot be justified even 


on the theory of non-assumption of respon- 
sibility of the auditors for inventory quan- 
tities’’. 

Although the report stated that the audit 
performed by the company’s auditors, 
‘*substantially conformed in form, as to 
the scope and procedures employed, te 
what was considered mandatory during 
the period of the Girard-McKessons engag- 
ment’’, it criticised the auditors for failing 





esson 
ables 
bank 


ter- 


‘the 
the 


and 
dit 
and 
S. 

rds 
ted 
T0- 
cu- 


April, 1948 


to inspect the stocks regularly and omitting 
to obtain confirmation of accounts receiv- 
able. 

Following disclosure of the fraud, the 
various accountancy bodies in America 
gave considerable attention to the question 
of improving standard audit procedure 
regarding stocks, and finally in September, 
1939, the American Institute of Account- 
ants adopted a report that: 

In addition to making auditing tests and checks 

of iaventory accounts and records, the auditor 

shall whenever practicable and reasonable be 
present, either in person or by his represen- 
tatives, at the inventory taking and, by suitable 
observation and enquiry, satisfy himself as to 
the effectiveness of the methods of inventory 
taking and as to the measure of reliance which 
may be placed upon the client’s representations 
as to inventories and upon the records thereof. 

In this connection the independent certified 

public accountant may require physical tests of 

inventories to be made under his observation. 


Comparison of the 1936 and 1939 recom- 
mendation reveals the emphasis placed in 
the later bulletin on the physical check. 
The following extract from the auditor’s 
report on the balance sheet of Sears Roe- 
buck & Co. (America) will indicate the 
extent to which these developments have 
been taken 
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We have tested the quantities, prices and com- 
putations of the inventories at all mail order 
houses which inventories comprise approxi- 
mately 40% of the total. inventory value. We 
have also made similar tests of 35% of the 
retail ‘‘A’’ stores and 35% of the warehouses. 
We have accepted the remaining inventories at 
retail stores and factories, many of which were 
examined by us during the year after applying 
gross profits tests to establish the reasonable 
accuracy of the inventories at those units. Ade- 
quate provision has been made for slow-moving 
and obsolete stocks. The inventory values, in 
our opinion, are substantially correct as stated. 


In the course of my talk to-night, I have 
tried to give you a general summary of the 
arguments ‘‘for’’ and ‘‘against’’ an audi- 
tor making physical test checks of stocks. 


Whether, in any future case here, the 
judge will hold that the changes in pro- 
fessional standards since the time of the 
Kingston Cotton Mills Case demand that 
the exercise of ‘‘reasonable skill and care’ 
includes the test checking of stock, cannot 
be foreseen. 


However, I do suggest that it is prefer- 
able to be aware of and appreciate these 
latest developments rather than to rely too 
implicitly on the Kingston Cotton Mills 
decision. 


NTS OF PUBLIC COMPANIES. 


R. D. Easry, A.1.C.A. 


(Bemg a lecture given to the members of the Commonwealth Accountants Students’ 
Society (Victorian Division) ). 


Before I commence on the subject-matter 
of to-night’s talk, I feel that I should di- 
gress a little and outline briefly a few facts 
in regard to the relation of the Stock Ex- 
change to the Public Company and also 
the principal relevant provisions of the 
Companies Act. Later I shall endeavour 
to cover the more practical aspect of pub- 
lished accounts, such as the vertical form 
of accounts and the analysis of published 
balance sheets and operating statements. 

The eorporate type of organisation as a 
means of financing Australian industry has 
become increasingly popular in the post- 
war period. Company registration in 1947 
showed a marked increase and, even, though 
Government restrictions on issues of capital 
were in operation, a record number of 


industrial companies 3—with a _ total 
capital value of nearly thirteen million 
pounds was listed on the Melbourne Stock 
Exchange in that year. I quote these 
figures as an indication of the significant 
part which the corporate entity is playing 
in the commercial life of to-day. 

The continuance of war-time controls has 
closed many avenues of investment and 
much of the money available has found its 
way into public companies through the 
medium of the Stock Exchange. In view 
of the increasing public interest in com- 
panies, the shares of which are listed on 
the Stock Exchange, it is of considerable 
moment that attention be drawn to the 
method of presenting the financial results 
of limited companies. 
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At the outset, I should mention that a 
company may register as a limited com- 
pany but need not apply for listing on a 
stock exchange. Stock exchange listing is 
a special procedure which a company may 
adopt where it is desired to raise capital 
on the open market, either by a prospectus 
inviting public subscription or through a 
memorandum of sale of shares issued by a 
sharebroker to a_ restricted number of 
clients. Greater public interest attaches to 
quoted shares in comparison with unlisted 
shares in limited companies, but it must be 
remembered that the provisions of the 
Companies Act as to published accounts 
apply to a public company whether listed 
or not. 

The published accounts of companies 
usually contain the following :— 

Notice of annual general meeting. 

Information as to the capital of the Com- 
pany, names of Directors, Secretary, 
Solicitors, Auditors, Bankers, and 
location of Registered Office. 

Proxy form. 

Report of Directors. 

Balance Sheet. 

Profit and Loss Account and Profit and 
Loss Appropriation Account. 

Directors’ Statutory Declaration. 

Secretary’s Statutory Declaration. 

Auditor’s Report. 

Consolidated Accounts, or Subsidiary 
Companies Accounts in the ease of a 
holding company. 

In some cases the Chairman’s Address 
is also enclosed. 

The provisions of the Companies Acts in 
the six States are substantially the same, 
the most marked difference being in the 
provisions relating to holding companies. 
We shall deal solely with the Victorian 
Act. The provisions of this Act relating 
to accounts and audit may be found in 
Sections 122 to 134. The provisions gov- 
erning Accounts and Audit do not apply 
to the life assurance business of a company 
subject to Part 3 of the Act or to companies 
registered under licence under Section 18 
—that is, Companies for purposes of ree- 
reation or amusement, the promotion of 
art, science, charity, ete. A proprietary 
company must keep proper books of 
account at its registered office, and these 
must be open to inspection by the Directors. 
The other provisions, referred to later, do 
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not apply to a proprietary company, unless 
it is a subsidiary of a public company. 


Public Companies. Provision is made 
for the keeping of what the Act terms 
‘*proper books of acccount’’. These must 
be kept at the registered office, or at such 
other place as the Directors think fit, and 
be open to inspection by the Directors at 
all times. 


Profit and Loss Account and Income and 
Expenditure Account. Every calendar year 
a profit and account must be laid 
before the company in general meeting. 
This account must be made up to within 
six months of presentation—nine months 
in the case of companies with overseas 
interests. 

Section 123 (4) sets out the statutory 
requirements with regard to the profit and 
loss account of a.company other than a 
banking company. This account must 


loss 


show under separate headings :— 


(1) The net balance of profit and loss 
on the company’s trading. 
(2) Income from general inyestments. 
(3) Income from investments in subsidi- 
ary companies. 
Amounts charged for depreciation 
or amortization of (a) investments; 
(b) goodwill; (c) fixed assets. 
Any profit or loss arising from the 
sale or revaluation of fixed or intan- 
gible assets. 
(6) Directors’ fees. 
- We shall see later that it is necessary for 
the directors to state in their report 
whether the results of the year’s operations 
have in their opinion been materially affee- 
ted by items of an abnormal character. 
The statutory provisions could possibly go 
further by requiring information as to 
taxation charged in the accounts—a very 
vital factor in arriving at the nett profits 
available for dividend. 

The Institute of Chartered Accountants 
in Australia has made certain recommen- 
dations concerning information desirable 
in addition to the present requirements of 
the Victorian Act. These include :— 

Interest charges (gross) on debenture 
and long-term liabilities. 

Credits or charges in respect of pro- 
visions other than those for specific 
requirements, the amounts whereof can 
be estimated closely. 
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Amounts transferred to or from reserves. 

Credits or charges, if material in amount, 
which are abnormal in nature or relate 
to previous periods. 

Amounts set aside for redemption of 
share and loan capital. 

Dividends paid or proposed, showing 
under a separate heading those which 
are subject to confirmation by the 
shareholders. 

Balances brought in and earried forward. 

Comparative figures of the previous 
period prepared on a consistent basis. 

Income tax and the basis thereof, show- 
ing separately, if material, credits or 
charges in respect of earlier periods. 

Further recommendations are made rela- 
tive to taxation and, in this regard, it will 
be sufficient to mention that it is advisable 
to provide for the estimated taxation pay- 
able in respect of a year’s profits and dis- 
close any adjustments to such provision 
when the assessments are received in later 
years. 

Directors’ Report. The Directors must 
attach a report to the balance sheet on the 
state of the company’s affairs and include 
information as to abnormal items which 
have in their opinion materially affected 
the profits. The report must also state the 
amount they recommend to be paid as divi- 
dend and the amount which they propose 
ocarry to the reserve fund, general reserve 
or reserve account shown, or to be shown, 
specifically on the balance sheet. 

This information has been embraced in 
the Chartered Institute’s recommendations 
a to the profit and loss account referred 
to earlier. 

Balance Sheet. Section 124 sets out the 
statutory requirements with regard to 
alance Sheets. Every balance sheet must 
ontain :— 

1) A summary of the authorized share 
capital. 
A summary of the 
capital. 
Its liabilities and assets giving par- 
ticulars as to their general nature 
and distinguishing between the vari- 
ous classes of the assets. 
The basis of valuation of each class 
of asset. 
The number of unissued shares 
under option (if any), the price of 
issue, and the date of expiration of 
the option. 


issued share 
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The following particulars must also be 


shown under separate headings :— 


(1) So far as they are not written off— 

(a) preliminary expenses ; 

(b) expenses incurred in any issue 
of shares or debentures ; 

(ec) goodwill, trade marks and 
patents. 

Freeholds and Leaseholds. 

Machinery, plant and equipment. 

Stock in trade. 

(a) investments in Government, 
municipal and other public 
debentures, stock or bonds; 

(b) investments in subsidiary com- 
panies ; 

(ec) investments in companies, the 
shares in or debentures of which 
are dealt in on any prescribed 
stock exchange; 

(d) investments in any other com- 
panies. 

Amounts owing by subsidiary com- 

panies. 

Trade debts and bills receivable 

(other than amounts owing by sub- 

sidiary companies). 

Loans to Directors (other than loans 

made in the ordinary course of the 

business of a company). Further 
requirements of the Act in this con- 

nection may be found in Section 127. 

Other debts. 

Cash at bank and in hand. 

Balance of profit and loss account. 

Debentures. 

Liabilities (other than debentures) 

secured by any charge on the assets. 

(14) Amounts owing to subsidiary com- 
panies. 

(15) Amounts owing to trade creditors 
(other than amounts owing to sub- 
sidiary companies). 

(16) Reserves. 

Provisions exist as to balance sheet items 


other than in Section 124 of the Act and 
these are briefly as follows :— 


(1) Commission, discount and brokerage 
(s. 43 (6)). 

(2) Loans for purchase of shares for 
employees (s. 45 (2) ). 

(3) Capital redemption reserve fund 
and other particulars as to redeem- 
able preference shares (s. 46 (2)). 
Particulars of issue of shares at a 
discount (s. 47 (3)). 
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(5) Premiums on shares issued to be 
carried to capital reserve (s. 48 (2) >. 

(6) Payment of interest out of capital 
(s. 54 (2) (g)). 

(7) Particulars as to re-issue of re- 
deemed debentures (s. 75 (3)). 

Section 124 (4) provides that where any 
liability of the company is secured, other- 
wise than by operation of law on any assets 
of the company, the balance sheet shall 
include a statement that that liability is 
so secured, but it shall not be necessary to 
specify in the balance sheet the assets on 
which the liability is so secured. 

No balance sheet may contain any repre- 
sentation that a company has a reserve 
fund unless :— 

(a) it actually exists; and 

(b) a statement showing the manner in 
which it is invested is included. 

Every published balance sheet must also 
show the amount of contingent liabilities 
and give details as to arrears of dividend 
on cumulative preference shares. 

Holding Companies. A holding company 
is not defined by the Act, but the implied 
meaning is that a company is a holding 
company where the shares it holds in an- 
other company either exceed 50% of the 
issued share capital of the other company 
or are such as to entitle the company to 
more than 50% of the voting power or, 
alternatively, where the company has 
power directly or indirectly to appoint a 
majority of the directors in the subsidiary 
company. 

A holding company must annex to its 
profit and loss account and balance sheet 
either :— 

(a) a separate profit and loss account 
and balance sheet for each subsidi- 
ary; or ’ 

(b) a consolidated profit and _ loss 
account and balance sheet of the 
group, eliminating all inter-company 
transactions, and a statement show- 
ing the total losses (if any) of the 
subsidiary company or companies. 
If the auditor’s report in any of the 
subsidiaries has been qualified, par- 
ticulars of such qualification must 
also be added. 

Recommendations of the Institute of 
Chartered Accountants in Australia with 
regard to balance sheets are interesting, 
and the main features which may be em- 
phasised here are in connection with 
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reserves, current liabilities and provisions, 
commitments for capital expenditure and 
fixed assets. 


Reserves. The items which should bh 
ineluded in this group are amounts set 
aside out of profits and other surpluses 
which are not designed to meet any lia. 
bility, contingency, commitment or diminn. 
tion in value of assets known to exist ag 
at the date of the balance sheet. Capital 
and other reserves not normally regarded 
as available for distribution as dividends 
should be shown separately from those ofa 
revenue nature, the latter group to include 
any undistributed balance on profit and 
loss account. A sub-total of share capital 
and reserves should be given to indicate 
the members’ interest in the company. 

Current liabilities and provisions. The 
items in this group should be classified to 
disclose their nature and amount inelué 
ing, inter alia :— 

(a) trade liabilities, bills payable and 
and accrued charges; 
bank loans and overdrafts; 
other short-term loans; 
interest accrued on debentures and 
long-term liabilities ; 
provision for current taxation; 
provisions to meet specific commit 
ments or contingencies where the 
amounts involved cannot be deter- 
mined with substantial accuracy; 
(g) provision for proposed dividends. 


(b) 
(c) 
(d) 


Commitments for Capital Expenditure. 
Where commitments of material amount 
for capital expenditure exist at the date of 
the balance sheet, these should be indicated 
in a suitable note. 


Fixed Assets. In this group should k 
shown under separate headings fixed assets 
such as:— 

(a) freehold land and buildings; 

(b) leaseholds ; 

(c) plant, machinery and equipment. 

Where practicable, fixed assets in exit 
tence at the date of the balance sheet 
should be shown at cost, and the aggregatt 
of the provisions for depreciation and for 
diminution in values up to that date 
should appear as deductions therefrom. 

The recommendations made with regard 
to Holding Companies are a definite step 
towards more informative accounting, atd 
I suggest that those of you who would likt 
to pursue this subject further will fad 
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some interesting matter in the booklet 
issued by the Institute of Chartered 
Accountants in Australia. 

I do not intend to deal with the require- 
ments of the Act concerning Auditors’ 
qualifications and reports, and issue and 
posting up of balance sheets, but there are 
a few sundry matters to which I should like 
to refer before mentioning the practical 
aspect of published accounts. 

Two of the directors of a local company 
must make a statutory declaration to the 
effect that in their opinion the balance 
sheet is drawn up so as to exhibit a true 
and correct view of the state of the com- 
pany’s affairs, and that the profit and loss 
account is drawn up so as to exhibit a true 
and correct view of the results of the busi- 
ness of the company for the year. The 
Secretary must declare that the balance 
sheet and profit and loss account are, to the 
best of his knowledge and belief, correct. 

No doubt, you are familiar with the re- 
quireménts of the Act in connection with 
the Auditor’s Report. The auditor must 
also file a balance sheet with the Registrar- 
General (referred to as the private balance 
sheet) in a sealed envelope within twenty- 
one days of the annual meeting. In short, 
this balance sheet must contain the partic- 
ulars necessary to open up a completely 
self-balancing general ledger of the com- 
pany. 

It appears that many students confuse 
published statements of Profit and Loss 
with the Trading and Profit and Loss 
Accounts familiar to them in the course 
of their studies. The distinction between 
the two is very considerable. In Australia, 
the sales and cost of sales are rarely shown 
and such information is not required by 
the Act. The Herald and Weekly Times 
Ltd., in 1947, published a ten-year statis- 
tical record of gross revenue and expense, 
giving percentages of the various elements 
of cost to total expenditure, but the dis- 
closure of such information is most unusual. 
Australian companies, with few exceptions, 
restrict the information given in the Profit 
and Loss statements to those items specifi- 
cally preseribed in the Act, and doubtless 
many of them would not wish to make 
known to their competitors details of their 
sales and costs. However, in many cases, 
taxation charges have also been shown. In 
America, it is usual to see all material items 
in the published accounts, such as sales, 
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costs of sales, selling and administration 
expense, miscellaneous expense, income 
from dividends, income tax, surplus for 
year, and so on. In that country, consoli- 
dated results are the only results shown in 
a majority of cases so that the competitive 
fear is largely overcome. Published 
accounts are also used as an advertising 
medium, an idea that is gradually gaining 
popularity in this country. Graphs of 
sales, wages, taxes, net profits, dividends, 
capital expenditure and _ depreciation 
charges are also published by American 
companies. 

The vertical form for accounts is very 
much in the news at the moment. Instead 
of adopting the orthodox methods of 
account presentation, the accounts are 
prepared in statement form and convey 
a much elearer picture of the results and 
financial position of the company. The 
profit and loss account is prepared on a 
basis of presentation illustrated by the 
following summarized example :— 

Net trading profit £ 

To which is added income 

from general investments 


Which gives total net profit 

From that is deducted pro- 
vision for income taxes 

Leaving a surplus of £ 

To this total is added balance 
brought forward 

Which makes for 
distribution 

Less interim dividend (already 
paid ) 


available 


Leaving 
Which has been appropriated— 
(a) Proposed final 
dividend £ 
(b) Transfer to 
reserve £ 
Leaving a balance to carry 
forward next year £ 


The balance sheet is summarized on a 
total net assets basis. The shareholders’ 
funds are listed ex-dividend, that is, after 
providing for proposed dividend and final 
profit appropriations. The total share- 
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holders funds are represented by net cur- 
rent assets (that is, current assets less 
current liabilities and provisions) plus 
fixed assets and investments. A figure 
could then be arrived at, representing the 
net tangible assets of the company, to 
which should be added the intangibles. 
The total thus arrived at should equal the 
total shareholders’ funds shown. 

The extent of the analysis of published 
accounts naturally depends on the inform- 
ation available. But the main figures which 
may usually be caleulated and which affect 
the investor’s decisions are the net profits, 
dividends, percentages of earnings to 
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capital and shareholders’ funds, dividend 
yield, percentage of profit retained, and, in 
the case of preference shares, the earnings 
cover for the preference dividend. The 
items in the balance sheet which are usually 
taken into consideration are the liquid 
position, working capital and net tangible 
assets per ordinary or preference share. 
This brings me to the end of my talk 
to-night and, in the time at my disposal, I 
have endeavoured to give consideration to 
the legal and practical aspects of published 
accounts and I trust that you will derive 
some interest, if not benefit, from my talk. 


INCOME ACCOUNT AND BALANCE SHEET 
THEIR RELATIONSHIP CONSIDERED 


S. C. A. 


Accountancy students are well acquainted 
with the class of problems known as the 
‘‘Trial Balance to Balance Sheet’’ exer- 
cises. A Trial Balance is given, from 
which Income Account and a Balance 
Sheet must be prepared. This type of 
question teaches the inter-dependence of 
the components of the ‘‘final accounts’’, 
and shows how each unit affects the others. 
Supply, demand and price are sometimes 
likened to three oranges in a bowl, one 
cannot move without disturbing the others. 
Trial Balance, Income Account and Bal- 
ance Sheet may be represented in a similar 
manner. 

Until recent years the Balance Sheet 
was always regarded as the most important 
financial document of an enterprise, and 
its preparation has usually been considered 
to be the main objective of a year’s 
accounting. The Balance Sheet has served 
as a means of taking a ‘‘still’’ photograph 
of the financial position of an enterprise 
as at a certain arbitrary date. The tech- 
nique of using “‘still’’ photographs is 
necessary because the financial position of 
an enterprise changes from day to day. 
Periodical assessment of progress achieved 
and profit made is essential to Management. 


1 L. Goldberg, ‘‘A Philosophy of Accounting’’. 


‘fA series of these (accounting) equations 
at different points of time makes clear the 
progress of an enterprise.’”! 

At the first technical session (‘‘A sym- 
posium on Depreciation’’) held in connec- 
tion with the Diamond Jubilee of the 
Commonwealth Institute of Accountants, 
Mr. E. R. Reddel, speaking on ‘‘ Depreci- 
ation—F nancial Accounting,’’ stated that 
the emphasis is moving from the Balance 
Sheet to the Income Account. Mr. L. A. 
Schumer, speaking on ‘‘ Depreciation—Cost 
Accounting,’’ later stated that the Balance 
Sheet is a by-product of the process of 
determining profit. 

With the first of these statements the 
writer is in agreement; with the second, in 
absolute disagreement. 

Taking as basic tenets: 

(a) that ‘‘The basic principle upon 
which the technique of accounting 
is founded may be demonstrated 
in the form of pseudo-algebraic 
propositions : 

1. E(quities) = A(ssets), 
2. E = L(iabilities) 
+ P(roprietorship), 
L+P{TA., 
P=A—L. 
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These four propositions lie at the very root 
of accounting theory and practice.’’ * 

(b) that ‘‘the Balance Sheet is a con- 
venient but essential form of ex- 
pressing the fundamental equations 
of accounting.’’ * 

that ‘‘ ‘Profits’ implies a comparison 
between the state of the business at 
two specific dates, usually separated 
by an interval of a year. The fun- 
damental meaning is the amount of 
gain made by the business during 
the year. This can only be ascer- 
tained by a comparison of the assets 
of the business at the two dates.’’ * 
To the learned judge’s dictum must 
be added the necessity for compar- 
ing liabilities as well as assets. 
that ‘‘profit of a given period may 
be defined as the increase in pro- 
prietorship which has taken place 
during that period, making due 
allowances for any part of such in- 
crement as may have been distri- 
buted’’> and for any part which 
may have been introduced. 
that ‘‘A comparison of two Balance 
Sheets prepared at different points 
in time shows its progress or decline, 
measured by the variation in the 
amount of its proprietorship, the 
difference between the two values 
indicating the surplus or profit (by 
which proprietorship has increased ) 
or deficiency or loss (by which it 
has declined) for the period.’”® 
(f) that if A = assets at the beginning 
of a period, 
external liabilities 
the beginning 
period, 
proprietorship at the 
beginning of a period, 
= assets at the end of the 

period, 
= external liabilities at 
the end of the period, 
= proprietorship at the 
end of the period, 
P =A —L 
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* L. Goldberg, ‘‘A Philosophy of Accounting’’. 
* L. Goldberg, ‘‘A Philosophy of Accounting’’. 
‘ Lord Justice Fletcher Moulton, In re Spanish 
Prospecting Company Ltd., Acct. L.R. 
17/12/1910—quoted by N. 8S. Young, ‘‘Ac- 
counting Concepts of Capital and Income’’ 
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P2 = A2 — L2. 


and Profit = PS — P. 
= (A2 — L2) — 
(A, — L,). 


Profit for a period can thus be deter- 
mined by reference only to the assets and 
external liabilities of an enterprise at the 
beginning and end of the period, and to 
any introductions and withdrawals of 
capital during the period. This is the prin- 
ciple used in calculating profit when ‘*‘ pro- 
per books of account’’ are not available. 
(N.B.—It should not be inferred that the 
writer recommends that this method be 
followed in practice! The aim of this 
article is to examine the underlying reasons 
why emphasis is moving from the Balance 
Sheet to the Income Account.) 

Scott writes that there are ‘‘ 
fundamental factors :— 

1. What is the present position? 

See the Balance Sheet. 
2. How did it arrive at such a position? 
See the Profit and Loss Account. 
3. Where is it heading for in the future? 
See the Budget.’’? 

It is considered that the Balance Sheet 
has a purpose additional to that of being 
‘‘a statement of financial position’’’—that 
of measuring profit made. 

As shown above, profit can be calculated 
without the preparation of an Income 
Account. However, an Income Account, a 
statement ‘‘of activity’’, ‘‘complementary 
to the balance sheet, accounting in partic- 
ular for the change in the proprietary 
equity as a result of operations during a 
fiscal period’” is essential to Management. 
It is not enough to know how much profit 
has been earned; it is more important to 
know how that profit has been earned, in 
order that control may be exercised and 
policy formulated. 

The Entity Theory, demonstrated by 
most enterprises of the present day, gives 
the key to the position. Today, Ownership 
and Management are usually quite sep- 
arate; it was natural and inevitable that 
in the ‘‘final acecounts’’ the emphasis should 
move from the Balance Sheet to the Income 


se 


three 


5 Hatfield, ‘‘ Accounting’’, quoted in ‘‘ Account- 
ant’s Handbook’’. 

L. Goldberg, ‘‘A Philosophy of Accounting’’ 
W. Scott, ‘‘ Business Budgeting and Budgetary 
Control’’. 

8 Accountant’s Handbook. 

® Accountant’s Handbook. 
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Account, with the development of large- 
scale enterprises. Goldberg writes: ‘‘The 
extraction of a trial balance is, in practice, 
a necessary preliminary to the preparation 
of the final statements (i.e. the balance 
sheet, which expounds the accounting 
equations, and the revenue statement, 
which explains and amplifies the expression 
of change in proprietorship),’’ and ‘‘to 
ensure the effective control of an enterprise, 
more detailed and specific data should be 
prepared showing the elements in _ the 
change, thus indicating the factors which 
have contributed to it.’’!” 

Management must account for these 
changes in proprietorship, caused by profit 
or loss resulting from operations, and dis- 


Our purpose is to be introduced to Cost 
Accounting, and to that end we should 
examine these things: 

1. How Cost Accounting developed. 

2. The purpose of Cost Accounting, in- 
cluding references to some of the 
devices used in the achievement of 
these purposes. 

3. The position or status of the Cost 
Accountant, with a few comments on 
his personal qualifications. 

Reference will be made, also, to some of 

the problems of cost accounting, and how 
they might be overcome. 


How pip Cost ACCOUNTING DEVELOP? 


Commercial procedures in the thirteenth 
to fifteenth centuries which provide us 
with a starting point, were of a type where- 
by moneys or goods were provided for a 
single business venture by one or more 
persons. The goods which were to be the 
subject of the trading were acquired, trans- 
ported to the place of trade, realised, and 


L. Goldberg, ‘‘A Philosophy of Accounting’’. 
S. Gilman, ‘‘ Accounting Concepts of profit’’. 
12 York (Journal of Accountancy, vol. 71) 
quoted in ‘‘ Accountant’s Handbook’’. 
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closed by the Balance Sheet. That Man 
agement is endeavouring to fulfil this duty 
of agency to Ownership is evidenced by th 
fact that ‘‘within the last few yeay 
accounting emphasis has shifted somewhat 
to the profit and loss viewpoint.’”" 















‘“‘The income statement is... but 4 
supporting schedule for one particular 





item of the balance sheet, though, to bh 
sure, the most important item.’’!” 
However, the position was excellently 
stated when Mr. R. A. Irish, in his lectur 
‘‘The Evolution of Corporate Account 
ing’’, quoted ‘‘The balance sheet remain 
the basic statement, the summarized find 
result of the technical process of recording 
under double entry procedure.’’!* ; 



















the proceeds divided between the venturen 
according to their shares of the origin 
outlay or on some other agreed basi 
Accounting for these transactions was qui 
simple—all the costs and expenses of tl 
venture being set against the gains result 
ing from the disposal, and the differene 
a true net profit—being shared. In m6 
cases, it will be noted that the vent 
began with cash and ended with cash. 
As commerce developed around 
sixteenth century, it was found conveniel 
and profitable to conduct more than @ 
venture at a time. Here, we find t 
beginnings of a continuous business enti 
and the emergence of the proprietors 
interest therein. Accounting had to m# 
this development and gradually alter! 
methods to provide for the recording 
the transactions of an enterprise which ¥ 
continuing, and where it was _becomlll 
quite impossible to say with certainty 
at any rate, convenience, where one venll 
started or another finished—that is, to? 
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13 W. A. Paton, ‘‘Contemporary Accountiag’ 
quoted by Mr. R. A. Irish, ‘‘The Evolutia 
Corporate Accounting’’. 
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able to identity the proceeds of trade with, 
say, Venture No. 1 or Venture No. 7, or to 
assign costs and expenses to one venture 
or to another. All this resulted in a recog- 
nition of proprietorship interest and of 
business entity with periodic reports to the 
proprietors on the results of trading oper- 
ations of the now continuing enterprise, 
together with a report on the financial posi- 
tion from time to time. It became custom- 
ary for reports to be made at regular inter- 
vals, often yearly or half-yearly, and in 
the form of profit and loss accounts and 
balance sheets. 

The rise of the continuing enterprise as 
distinct from single venture activity was 
fostered by the introduction of the joint 
stock company, which made possible the 
bringing together of greater financial re- 
sources with consequent greater scope for 
their effeétive use. The continuing busi- 
ness enterprise, when conducted by a joint 
stock company, takes on a further attri- 
bute—that of relative permanence. We all 
know that, in most cases, a person with a 
proprietary interest in a company can sell 
that interest without disrupting the con- 
tinuity of the company’s existence—a thing 
not easily done previously. The law recog- 
nises the ‘‘separateness’’ of limited liability 
companies by endowing them with a legal 
corporate existence distinct from the per- 
sons who are the members of the companies. 

Again, accounting was able to meet the 
new ideas, although a major change in atti- 
tude was not necessary ; we still find satis- 
faction being given to the new proprietor 
(the shareholder) through the annual profit 
and loss account and the balance sheet. 

Taking the development of trade and 
commerce further, we find the size of busi- 
ness and industrial enterprise growing, to- 
gether with an increase in the number of 
different things produced or handled by 
one enterprise. Growth in these directions 
has brought greater complexity in manu- 
facturing processes in the shape of highly 
specialised plant, equipment and technical 
skill. The successful co-ordination of all 
these things into an efficient and economic- 
ally run business unit called for a high 
degree of skill and the devotion of un- 
divided effort and attention. Here, we 
observe the emergence of management as 
distinct from proprietorship. It may be 
that in smaller interprises, of which there 
are many, the one person fills both roles, 
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but even so, his function as manager can 
be distinguished from his status of pro- 
prietor. 

With management becoming at least as 
important as proprietorship we observe, in 
accounting thought, a growth in the impor- 
tance of the profit and loss account or other 
statement of operations. This is a shifting 
of ground from the older view of the Bal- 
ance Sheet being all important. 

Up to the time management emerged— 
generally recognised to be about half a 
century ago—general accounting provided 
satisfactorily for the needs of those con- 
cerned in the business enterprise—the Pro- 
prietors. As we have observed already, 
a yearly or half yearly reporting of pro- 
gress met the needs of the times. Success- 
ful management, however, which has to 
cope with the greater ramifications and 
increased complexity of modern business, 
together with intensified competition, needs 
more than general accounting sets out to 
provide. This is not to say that general 
accounting meets none of the needs of 
management—far from it. It does enable 
management to exercise general control 
over major functions where it uses the 
modern procedure of functional classifi- 
cation, which provides particulars of the 
total cost of production, selling, adminis- 
tration, and financing, and also with total 
income in perhaps some detail. This in- 
formation comes in the yearly (or half- 
yearly) report. For successful manage- 
ment, however, it does not go far enough; 
the period covered by the report is too long, 
and usually emerges after some delay. 
Furthermore, it does not provide manage- 
ment with those further and different 
classifications and analyses of income and 
outgo, such as the cost of a department or 
of a job or service, or the sales of a certain 
eommodity in a certain territory. 

These needs gave rise to the development 
of cost accountancy. In meeting this 
development, it is necessary to recognise 
that the same basic information is used as 
that used in general accounting, but it is 
used in a variety of ways. 

According to the purpose in hand, we 
sometimes use all the information in the 
financial records; at other times only part 
of it; and at other times again, our infor- 
mation comes from beyond the financial 


records. 
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Generally, cost accounting is subject to 
the same conventions, doctrines and rules 
recognised in general accounting. Much 
the same in problems and disabilities associ- 
ated with the need to estimate are found 
in cost accounting—in fact, it is as well 
to realise early that the unavoidability of 
estimation permits a statement of cost to 
be at the best only a close approximation. 
We are concerned with consistency in treat- 
ment, and are influenced in our views by 
materiality (as distinct from immaterial 
and unimportant things), but we do not 
follow closely the doctrine of conservatism. 
In connection with the latter, for instance, 
we do not observe the ‘‘golden rule’’ of 
stock valuation—our basis is Cost. Remem- 
ber, however, this is a strictly cost account- 
ing view, which may be modified by other 
considerations. 

It must be realised, too, that the tech- 
nique of cost accounting is not limited in 
its application to manufacturing activity : 
It can be—and is—extended to the selling, 
distributive, administrative and financial 
functions of industrial enterprises and, 
also, to all the activities of service, trading, 
non-trading, institutional and public utility 
organisations—in short, it is concerned 
with cost in any form of economic activity. 

So much, then, for a brief survey of how 
cost accounting came to be, and a general 
observation of where it can be used. Our 
next consideration is an examination of— 
The Purposes of Cost Accounting, includ- 
ing references to some of the devices used 
in achieving thése purposes. 

In broad terms, we may state that the 
underlying purpose of cost accounting is to 
aid management by providing it with in- 
formation for use in the intelligent and 
efficient administration of business or econ- 
omic activity. It is, therefore, not an end 
in itself, but rather a means to an end. 
If we recognise this, we will see at once 
that the most important aspect of cost 
accounting is the intelligent use by man- 
agement of the information provided — 
otherwise it is useless and often a costly 

Previously, we noted that management 
can, and does, use the yearly or half-yearly 
report provided for proprietors, but noted 
also that the period covered was too long, 
and that there was delay in presenting the 
report. Both of these shortcomings reduce 
the value of the report for managerial 
needs. To overcome this deficiency, man- 
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agement seeks reports covering a much 
shorter period and coming to hand more 
quickly. Generally, the period desired is 
one month, although in some cases a week 
is used and in other again, thirteen periods 
of four weeks each in 4 year are found. 
The need for short period reporting pre- 
sented several new problems, all arising 
from the need for speedy results. How was 
it possible to ascertain and record quickly: 
(1) The liabilities of the enterprise. 
(ii) The cost of the goods sold in the 
period. 
The value of stock on hand. 
The proportion of costs deferred 
from previous periods chargeable 
against the activities of the period 
under review. This problem con- 
cerns depreciation, and other allo- 
cations of payments made in ad- 
vance. 

These problems were solved by using 

several new methods and devices, viz. : 

(a) The Voucher Register, in which is recorded 
the indebtedness of the enterprise for all 
goods and services as they are acquired; 
together with provision for recording also, 
the discharge of that indebtedness. This 
enabled quicker ascertainment of liabilities 
and is subject to general ledger control 
through the Accounts Payable Aecount. The 
Voucher Register also has a second feature 
—that of providing a dissection of expen 
diture into columns supporting accounts in 
the general ledger. One of these columns 
carries the recording of goods purchased. 
Means of ascertaining and recording the cost 
of goods sold.as they are sold. Sometimes, 
this takes the form of calculating the cost 
of each item sold in addition, of course, to 
ealeulating selling value in the ordinary 
way. The cost information is collated and 
forms the basis of a journal entry debiting 
cost of goods sold account and crediting a 
Merchandise (or finished goods) Stock 
Account. This latter account is a Control 
Account in the General Ledger, and covers 
a detailed subsidiary ledger for stocks on 
the same principle as the Debtors Ledger 
Control Account controls customers’ 
accounts—a device familiar to us already. 

Another method of ascertaining stock and 
cost of goods sold and easy of application 
in the appropriate cases is by calculation. 
Here, use is made of the knowledge that 
goods or classes of goods carry a fixed 
margin of gross profit on cost. This will 
enable the calculation of cost to be made 
in one figure from the total sales value. The 
same journal entry may be made. This 
method is used in retail stores. 

Concurrently, with the ascertainment of 
cost of goods sold, the value of stock on 
hand can be ealeulated. 

To demonstrate, we can set up a simple 
sketch covering these devices. 


(iii ) 
(iv) 
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These are set up in permanent form for a 


(c) The need for recording quickly allocations 
of periods on the lines of this 


of charges, such as depreciation and insur number 
ance, deferred from previous periods, was illustration : 
met by the use of Standing Journal Entries. 


STANDING JOURNAL ENTRY NO. 
DEPRECIATION 1948 YEAR. 





Debit Fol. Jan. Feb. March April June 





Credit 
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Remember, of course, Standing Journal 
Entries are used only for items of a recur- 
ring nature. The other Journals for Cash, 
Sales, the General Journal, ete., are still 
retained. 


These methods and devices were, and are, 
assisted in their contribution towards 
speedy preparation of reports by the use 
of caleulators of various kinds, and of 
mechanical recording. 


Some extension of the procedure out- 
lined is necessary to cope with manufactur- 
ing activity. Reference will be made to this 
later. 


The presentation of reports regularly 
and promptly is only one contribution cost 
accounting has to offer. We now pass to 
consider more of its purposes. 


SALEs ANALYSIS. 

General accounting usually records sales 
in total, which, of course, is not sufficient 
for a management which desires to analyse 
and study in detail the sources from which 
the enterprise receives its income. It is 
necessary, for example, to break down the 
total sales figure into commodities or com- 
modity groups, into salesmen, into territor- 
ies, and so on. Cost accounting will pro- 
vide the means for doing this. 


DEPARTMENTALISATION. 


An important need of management is to 
have information permitting the study of 
costs incurred according to departments 


within the organisation. This entails a 
eareful classification of accounts recording 
these costs and is usually set up according 
to administrative responsibility. Thus, we 
find costs classified into the major functions 
of manufacturing, selling, administration 
and finance, together with classifications of 
eosts in Service Departments supplying 
these main functions. Thus, we might have 
Service Departments for Power, Repair 
Shop, Transport, and Occupancy, to men- 
tion some of them. 


Where there is a system of Budgetary 
Control, Departmentalisation is indispen- 
sable. 


We should be reminded, incidentally, 
that classification of expense according to 
function which is what we discussed here, 
is not the only basis of classification used 
in cost accounting. 
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AccurATE Unit Propuct Costs. 


Cost accounting seeks to determine accu. 
rate costs of each unit produced in order 
that management will be well enough in. 
formed to set satisfactory selling prices; to 
know the lowest price that can be accepted 
without incurring loss and to know what 
lines are costing so much that they are un. 
profitable and, perhaps, should be discon. 
tinued. 


The ways in which these costs are deter. 
mined vary according to the nature of the 
enterprise and indeed according to the 
varying nature of the different departments 
of the same enterprise. Thus, the cost of 
units of product may be determined by 
assigning costs to the job which results in 
the product, or where operations are s0 
intermingled and this cannot be done, by 
assigning costs to the processes through 
which the product passes on its way to 
completion and then apportioning such 
process costs to the final product on some 
reasonable basis. Costs determined in 
either of these ways are historical in 
character, and are sometimes called ‘‘ actual 
Costs’’. Use ‘‘actual’’ with reservations— 
remember the need to estimate. 


Another way of determining unit costs 
is by the use of predetermined standards 
of cost which have been set after careful 
and detailed study of what a unit should 
cost. This method has grown in popularity 
and its use contributes to better control 
over activity than historical methods. 


The determination of accurate wit 
costs introduces one of the greatest prob- 
lems to be faced by cost accounting. The 
cost of materials directly used on a unit 
of product can, usually, be assigned to 
that product without much difficulty, be- 
cause it is identifiable with it. Much the 
same applies to that portion of labour 
which can be directly identified with the 
product on which it is expended. The 
trouble arises when it is necessary t0 
assign to the product a share of all those 
indirect expenses necessarily incurred 2 
production, but at the same time not cap- 
able of identification with any particular 
product. These expenses are known col- 
lectively by different names such as 02 
cost, burden, overhead, or simply manv- 
facturing expense. 
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The bases on which they are assigned are 
various, and in some cases involve a pre- 
allocation before being assigned to a pro- 
duct. An example of the latter can be 
found in occupancy expenses which are 
usually assigned on an area basis to centres 
or departments of production. The expenses 
of these centres or departments comprise 
costs directly assignable to them plus those 
allocated, such as occupancy. Together 
these costs are assigned to units of product 
on a basis selected as being reasonable in 
the particular case. Well tried bases are: 
per unit of product—used where there is 
only one product; so much per labour hour 
—where time spent by labour is the dom- 
inant factor ; or so much per machine hour, 
where machines control the rate of output. 
Within a single enterprise, it is possible to 
find any or all of these bases being used 
effectively. 

The allocation of manufacturing expense 
to finished product is controlled by an 
Expense in Process Account in the general 
ledger, supported by detailed subsidiary 
cost records. The Control Account records 
the total of the cost of these indirect goods 
and services made available to manufactur- 
ing and, in total again, shows the allocation 
of costs to finished jobs, batches of pro- 
ducts or units of product. The balance of 
this account will represent expenses applic- 
able to work still in progress and also—and 
this is important—the amount of over or 
under application of expenses to produc- 
tion. This latter measures the accuracy 
with which rates of application of expense 
were calculated. If the amount over or 
under applied is small—say 4% to 5% 
away from actual, it can be adjusted in 
the cost of goods sold. If large, it may 
be necessary to adjust rates and re-cost all 
jobs finished. Constant checking of the 
balance of this account is necessary because 
wrong information about unit costs may be 
supplied to management, with serious 
results. 

The determination of accurate unit pro- 
duct costs contributes to correctly stating 
profits and financial position, and also 
helps in external relationships with insur- 
ers, bankers and, at present, the Prices 
Office. 


CONTROL OVER MATERIAL AND SUPPLIES. 

Already we have observed one aspect of 
managerial control over materials when we 
discussed the control of merchandise stock 
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with a view to ascertaining the cost of 
goods sold and the cost of goods on hand. 
Now, we are concerned with control over 
raw materials and supplies, processed and/ 
or used in the course of manufacture or 
connected activity. 

Management always seeks to know that 
materials have, in fact, been received, and 
then requires a full accounting of their 
disposal. 

Cost accounting methods will ensure pro- 
per control of the checking-in of goods 
as to their quantities, fitness and the 
amounts charged for them. They will also 
provide complete and accurate information 
regarding their use in production, then 
spoilage or wastage, or even their theft. 
This information, which will be provided 
promptly and regularly will enable man- 
agement to take whatever action is neces- 
sary to ensure the greatest degree of effici- 
ency in the use of materials. 

Devices which cost accounting uses to 
make this information available vary widely 
according to circumstances, but in most 
cases a stock ledger controlled from a 
general ledger account and posted from 
some form of goods received report and 
some form of materials issued voucher or 
summary thereof are used. 

The progress of raw materials through 
production and finally into store as finished 
goods will be covered by records, a collation 
of which is represented in a general ledger 
account entitled ‘‘materials in process’’. 

Besides the advantages management de- 
rives from knowing in detail how the stock 
of materials and supplies is used, it is also 
able—when the supply position permits— 
to keep just a sufficient minimum of stocks 
on hand all the time and thus economise the 
use of working capital and so save interest, 
devote building space to maximum use, and 
save insurance on unnecessarily large 
stocks. 

An accurate accounting for materials 
and supplies is vitally necessary where a 
system of standard costs is being used. 


ConTROL OF WAGES AND SALARIES. 

Management seeks a full accounting for 
sums paid to its employees in much the 
same way as it does for materials and 
supplies. 

Cost accounting will record and report 
wages and salaries according to depart- 
ments, jobs, processes, and so on. It will 
also measure wages paid against services 
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rendered and so enable management to 
promote efficiency and reduce time lost 
through idleness. 

For wages and salaries, the cost account- 
ing method generally used is a Payroll 
Accrued Account to record the indebted- 
ness and discharge thereof; a Labour in 
Process Account (or an Expense in Pro- 
cess Account) to record the assignment of 
labour to activity and the allocation thereof 
to finished stock. The ‘‘in  process’’ 
Accounts are control accounts supported 
by documents or records covering the 
movements of goods in the course of pro- 
duction and the receipt of the finished 
goods into store. 

In addition to supplying financial in- 
formation, cost accounting will also provide 
statistical information regarding labour 
employed in trade classifications and age 
groups, rate of labour turnover, and so on. 


CONTROL OVER EXPENSES. 


We have already discussed the recording 
of manufacturing expense when dealing 
with unit costs. 
aspect. 

Expenses are divisible into controllable 


Now, we deal with another 


or non-controllable in the sense that man- 
agement has control over those where, in 
the short run, they can be incurred or not 
incurred, in contrast to those which, in the 
short run, have already been incurred and 
remain as fixed elements. In the former 
ease, we find variable items such as stores 
and supplies, power, repairs; and, in the 
latter, fixed items such as depreciation, 
rent, insuran¢ée, salaries of key personnel 
and so on. 

To permit the best managerial control, 
expenses are divided in the records into 
Variable and Fixed in order that the most 
economical use can be made of the variable 
items which are controllable in much the 
same way as Materials and Labour and, at 
the same time, observing and endeavouring 
to eliminate losses dune to anything less 
than the full use of those factors whose 
cost is represented by fixed expense. Con- 
sideration should be given to the treatment 
of these losses which represent losses due 
to idle capacity. There is a strong tendency 
to eliminate them from cost altogether and 
regard them as an item chargeable against 
net profit, i.e., to show what net profit was 


made on operations and then show that . 
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some of this profit was lost through part 
non-operation. 


THE MEASUREMENT OF EFFICIENCY. 

So far, we have seen that cost accounting 
provides management with detailed infor- 
mation to permit better administration. 
We have found, too, that steps can be taken 
to promote efficiency. This, however, can 
be done more effectively where actual per- 
formances are measured against standards 
which have been established after thorough 
and detailed investigation of each product 
and what it should require in material, 
labour and processing to bring it from raw 
material to a finished product. The work 
entailed in setting these standards is con- 
siderable, but when done, the operation of 
the system is relatively simple and easy. 
The use of the system will permit the 
analysis of the variations between standard 
and actual performance and enable man- 
agement to concentrate its attention on 
those instances where standard is_ not 
achieved, with a view of eliminating the 
inefficiencies which are evident. 

Attention needs to be given to the dis- 
posal of the variations which we observe 
may be either of price or of quality. Should 
they be treated as costs? in which case 
standards might be altered ; or should they 
be treated as losses and written off against 
profits? leaving standards undisturbed. 
What is done in any particular ease is a 
matter of opinion and intention in the 
light of circumstances. 

Most of the reporting under a system of 
standard costs is in money terms and is 
derived from the cost accounting records, 
but there is also much information pro- 
vided where measurement is in other terms, 
and, of course, rests on records kept out- 
side any books of account. This matter is 
brought to notice because people who are 
engaged or are going to engage in cost 
accounting work should not feel they are 
limited to what is recorded in the financial 
records. 

A further purpose is found in using cost 
data as— 


A basis for establishing Budgetary Control. 

An operating budget is a pre-estimated 
statement of profit and loss. It follows that 
cost records will be a valuable source of 
information in the attempt to forecast the 
future. There will be detailed records of 
sales which will provide a guide to what 
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may be expected in future ; detailed records 
of costs and losses which will be examined 
with a view of forecasting the likelihood 
of their remaining unchanged, or of in- 
ereasing or of decreasing. 

In making forecasts, special attention 
will be given to the effect on costs of an 
anticipated change in the volume of 
activity. Here, the analysis of expense into 
Variable and Fixed referred to previously 
will be used. An assessment may be made 
of normal capacity and regard then had to 
the disposal of any part of fixed expense 
representing capacity which will not be 
used; or, it may be decided to apply the 
whole of fixed expenses to activity, irres- 
pective of volume. 

SerVING AS A GUIDE TO Business TACTICs. 

Cost Accounting will be able to provide 
information to enable decisions to be made 
between alternative courses of action. For 
example, it can show what would result 
fom a reduction in selling prices which 
would cause an inerease in Sales, and con- 
sequently of production activity. The inci- 
dence of fixed expense plays an important 
part in these decisions because we know 
that it does not move in sympathy with the 
volume of activity, in the short run, at any 

ate. 

Further, information can be provided 

rm existing records and from sources 

utside those records showing the results 
rhich may flow from the installation of 
his item of plant or of that; on the pur- 
uit of one policy of activity or of another. 

From this outline of the purposes of cost 

ecounting, we proceed to examine for a 

oment— 

he Position or Status of the Cost Account- 


nt, with a few comments on his personal 

alities. His duties may be enumerated 

nto five : 

1. The design and installation or the 
revision of cost accounting pro- 
cedures, together with the integration 
of these procedures with those of 
general accounting. In carrying out 
this work, he will need to examine his 
overall problem in detail, plan his 
system, and then proceed to put it 
into effect—probably gradually rather 
than suddenly. In his dealings with 
those concerned in this work, he will 
use tact and firmness, remembering 
that the co-operation of these people 
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right from management to the charge 
hands is vital to the successful execu- 
tion of his plan and its subsequent 
smooth working. 

The supervision of cost recording, 
wherein he will find it necessary to 
place responsibility on various assis- 
tants. His instructions to them 
should be perfectly clear and always 
with an eye to the effect they have on 
the overall plan of cost procedure. 
The design of reports and analyses 
and their presentation to manage- 
ment and often collaborating with 
management in their interpretation 
and utilisation. This duty comprises 
the culmination of the efforts of the 
cost accountant and is where he has 
the opportunity of justifying his 
efforts. 

Other duties, just as important, in- 
volve the undertaking of special cost 
studies of existing activities which 
may result in improved methods of 
production or other activity, the elim- 
ination of waste, or in aiding manage- 
ment in making decisions on new 
projects or different uses of existing 
factors. Cost studies are also made 
of the effect of changing conditions— 
a matter of importance at present in 
relation to rising costs and reductions 
in working hours. 

Finally, the cost accountant will be 
in close co-operation with the budget 
committee and with those engaged in 
the setting of standards. 

In the execution of these duties, the cost 
accountant will often find he has to erysta- 
lise the needs of management into the form 
of clear cut statements and reports. This 
is an opportunity for him to show his initia- 
tive and anticipate what management will 
require and indeed to show originality by 
supplying to management things which it 
did not realise it required. 

To conclude, it would ‘be helpful, per- 
haps, if an attempt were made to express, 
in a few word, the underlying ideas of cost 
accounting. It may be said that cost 
accounting is that branch of the accounting 
procedure which has to do with the record- 
ing and analysis of expenditure and of 
income, with the study and interpretation 
of the information thus obtained and with 
the use of such information in the manage- 
ment and direction of economic activity. 
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INDUSTRY AT THE CROSSROADS 


by 





April, 19 


R. A. HIcKIN, A.1.C.A. 


It is written that on a certain occasion, 
the king of Babylon stood at the parting 
of the way. Without any exaggeration of 
the facts, that is where the whole of Aus- 
tralian industry stands to-day. The time 
has come for national stocktaking on the 
grand scale. 

Let us be just, however. The Australian 
experiment began with the most unlikely 
material. The unwanted unfortunates of 
England were spewed forth from hell-ships 
on to an unhospitable continent, and they 
not only brought the taint of failure or 
crime with them, but added to these, on 
arrival, disillusionment upon finding that 
the odds were heavily against them in their 
new land. A national life, begun in chag- 
rin, by settlers under legal disabilities, 
many of them vicious and unsocial, had 
very little of promise in it. 

Now we are a part of all that we have 
ever been. History knows no clear-cut 
divisions, no occasions when it has been 
possible to say an emphatic good-bye to 
the past and start again de novo. Accord- 
ingly, something of the instability and 
recklessness of our life can undoubtedly be 
traced back to those days of shame. The 
marvel is that so much of the stain has 
been eradicated, and Australia has become 
a relatively law-abiding land. One hun- 
dred and sixty years—only say six gener- 
ations—is not a very long period in which 
to bring a nation to rebirth. Add to this 
the fact that less than half a century ago 
we became, politicaily, a united people, and 
that in that short time we have fought two 
major world wars, and the restlessness and 
insecurity of our life are not to be won- 
dered at. 

We have a great deal of which to be 
proud, as we look back over our national 
achievements. We have risen to equality 
with the best in the fields of science, sport, 
and art, and there are many illustrious 
names recorded in our annals. But, like 
most other races, we have almost always 
been unworthy of our great ones. Even 
while our heroic sons were grappling with 
savagery in the jungles of the Pacific, or 


sweating in unsavoury prison camps, 
indulged in an orgy of industrial anarey 
Selfishness brought us almost to defeal 
Like Rome in the day of her judgmer 
we closed our eyes to the danger and wa 
on seeking our own interests. We tn 
**fiddled while Rome burned’’. There we 
the prophets, of course, who whipped 
and tried to hold us true when we we 
floundering, but these were voices cryin 
in the wilderness, and we treated them wi 
the contempt commonly accorded prophet 
But it all comes to an end eventually, a 
we began to applaud ourselves for victor 
During the war, the finer side of lifeg 
a rough deal, as it always does in times 
strife. When you are fighting to prese 
your mere animal existence you are 
very careful over the niceties of behaviog 
And apart from that, when everything 
upside-down and all our usual values @ 
topsy-turvy, why not have a good ti 
while it lasts? Well, we did. To-day 
stand amongst the ruins and blame ever 
body else for what has happened. 
community life is eaten through with si 
ishness, our commercial system is falli 
apart through graft, and our industn 
set-up is shrieking aloud for effective 
form. And we stand with folded ha 
wistfully thinking how good life would 
if all these difficulties were got over. 

Now, we must get rid both of the 
and the donkey in every one of us, if 
are to find our way to sanity. Its 
use spending energy lamenting the pa 
beyond reason, but we must face Up 
facts. And our present task is toh 
into the future to see the inevitable 
quence of present trends, and try to am™ 
false movements and launch correctiveé 
positive action. Unless we surrender. 
confidence in man’s dignity and pos 
worth, we must believe that such actid 
possible and can succeed. 

We must declare war on anarchy, 
and political. There are elements 1! 
community, as there are all over the wo! 
to whom unrest is fruitful soil fort 
anti-social activities, or their political 
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logies. And at present these subversive 
evangelists of disorder are preaching their 
doctrines in wide-open ears, and in the 
time of democracy’s collapse are sowing the 
seed of social disintegration. Now Niebuhr 
wrote four or five years ago: 


human society is a vast moral and historical 
artifact, which would be destroyed if natural 
conflicts and contests between various vitalities 
were not mitigated, managed, and arbitrated. 
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It is because we often forget, in times of 
prosperity, that the social peace we enjoy 
is founded upon a contrived balance of 
relationships, both human and economic, 
that when the acids of adversity begin to 
eat into experience we find ourselves lack- 
ing a corrective. Thoughtlessness in time 
of ease has robbed us of an effective anti- 
dote in time of unrest. That is where we 
stand to-day. We have forgotten the 
“artifact’’, and have allowed ourselves to 
believe that peace or war, whether political 
or social, simply happens; the fact is that 
both war and peace are man-made, and 
because we have not taken adequate trouble 
to establish the conditions of ordered life 
in the community, the nostrums of the 
revolutionaries are finding eager patients. 























It is to ‘‘mitigate, manage, and arbi- 
trate’’, as Niebuhr so effectively puts it, 
the natural conflicts of the various vital- 
ities, that we are called to-day. The great 
crisis of our time is the crisis of self- 
interest. Are we to hate or co-operate, to 
destroy or to educate? Is it the way out, 
to say to each power-group in the com- 
munity, ‘‘ Fight with every weapon for the 
advancement of your own interest’’, or to 
say, ‘‘Your own true interest lies in the 
prosperity of your country. Work unself- 
ishly for that, and your own advancement 
will follow.’’ Can there be any question 
Which is the proper course? It is surely 
to purify ambition by cultivating a sense 
of community values. All industrial con- 
flict arises from the competition of interest. 
Something of a creative spirit must be 
allowed to establish itself in all our work, 
4 joy in labour as an expression of person- 
dlity and of one’s desire to contribute 
something to the world in which for a short 
time one lives. While we go on seeking 
our own ends in the spirit of ‘‘every man 
for himself, and the devil take the hind- 
most’’, our national life will continue to 
disintegrate. What we need is a nation- 
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wide recognition that self-seeking is the 
way to destruction of everything we value 
in our heritage. If we persist in our Epi- 
cureanism we shall one day find it has been 
a snare and a delusion. Happiness and 
social well-being do not come that way. 

We are ranged against a Machiavellian- 
ism that is ready to ride rough-shod over 
the humanities in order to turn to its own 
account the present uncertainties and be- 
wilderment. Because our community links 
are breaking, say these doctrinaire cynics, 
the rule of force must be established under: 
those competent to administer it. This 
means of course under themselves, and the 
power-groups they represent. We, on the 
other hand, believe that the return to 
sanity and sound administration is through 
the recapturing of the spirit of true democ- 
racy. Plato might have been writing of 
modern times when, more than two thous- 
and years ago, he lampooned democraey in 
these unforgetable words: 


Truly the dogs are as good as their mistresses, 
and the and to have a way 
of marching along with all the rights and dig- 
nities of free men, and they will run at any 
body they meet in the street if he does not get 
out of their way, and everything is just ready 
to burst with liberty. 


horses asses come 


This is not the kind of democracy we want, 
but it is rather like the brand we have at 
present, with its emphasis on the individ- 
ual. True democracy is a spiritual thing, 
a community of effort for the greatest good 
of the greatest number. In other words, 
the spirit of democracy is the spirit of 
service. The true democrat is the man who 
is trying to raise the status and liberties of 
others, not his own. 

Now the meaning of this for industry 
is clear. The bitter spirit of class jealousy 
must be exercised, and the selfish seeking 
of personal and sectional ends sublimated 
to a wider objective. The exiled Russian 
philosopher Berdyaey was right when he 
said: 


The conflict of class and social groups has 
merely disguised the eternal conflict between 
personality and society, between personality and 
the state. 
The instinctive selfishness of the individual 
becomes canalised in the group selfishness 
of his social or industrial unit, and is 
largely due to the idea that every other 
group is working against him and his, 
an idea which is quite contrary to the 
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facts, unless, after all, we are mere 
morons. And somehow we all must be 
brought to see all this in its true light— 
to understand that our too-great emphasis 
upon what we want rather than what the 
community needs is immoral and must 
weaken more and more the fibre of our 
national life. Herbert Spencer taught 
that though man has a right to struggle, 
that is, the right of survival over his 
fellows who strive with him, it is in the 
group that man finds his real destiny; 
without the group man must perish. 
Consequently each individual’s life must 
be conditioned by the needs and rights of 
others. His struggle for survival must 
not be permitted to endanger another’s 
liberty or rights. This is good social doc- 
trine, and somehow we must ‘‘get it over”’ 
to the mind of the average man, both in 
business and industry. 


The way to prosperity in industry, to 
the comparatively frictionless operation of 


employer-employee relationships, lies in 
keeping a careful restraint upon the 


desire to ‘‘hunt in packs’’, which has 
gained an increasingly secure hold. over 
both sides. The great danger — some 
would say the curse—of modern indus- 
trialism is the growth of power groups. 
By setting up hungry organisations with 
leaders who have continually to justify 
their employment, we are committing the 
grave blunder of unleashing sectional 
ambitions and concentrating power over 
the community in the hands of undisci- 
plined mob-greed, directed by the driving 
force of personal ambition. On both sides 
of the industrial fence restraint ought to 
be exercised with a view to moderating 
group ambitions. The only way we can 
all enjoy the higher nominal income of 
to-day is to make our industrial oper- 
ations efficient, and so to secure a greater 
output of all kinds of goods and services. 
The only result of high wages in our 
decade has been to set up fictitious 
standards which most households have 
found it impossible to reach. And the 
path to this promised land lies by way of 
the moderation of purely selfish objec- 
tives, for the sake of the common good. 
In other words, we must learn self-control. 
What Dean Inge said is just as true of 
life in its social relationships: ‘‘If we are 
to remain free, we must be masters of 
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ourselves. A nation that does not deserve 
freedom will soon lose it.’’ We might 
with profit apply the spirit of this epi- 
gram to the situation which we are dis- 
If we do not deserve true pros- 












































cussing. 1 The 
perity we shall certainly not achieve it. 
And we show our worthiness by” making 
the personal sacrifices necessary to reach 
our goal. It is true that no class enriches B: 
itself without impoverishing the whole = 
society. The only progress worthy of the on 
name is progress all along the line. ~y 
What we must all try to find for our. ol 
selves is the ability to adopt a view of our ood 
place in society which will fill us with zeal ship 
for the creation of liberal relationships § j,,, 
within society, but will keep in check any 
anti-social tendencies. It has been said Th 
of Marx that he hated the capitalists more §F. A 
than he loved the workers. Possibly there § recog 
has been some justification in history for § rwri 
such antipathy, but hatred makes bad § addec 
bricks with which to build a new world. 
We do not help the cause of mankind 
forward by holding grudges for the evils Janay. 
of a former generation. Our sense of 
loyalty to the future ought to be strong 
enough to help us to moderate our inheri- The 
ted prejudices. inst 
= “ee : . . fe techni 
Now it is clear in view of our experi- B+ 
ence, which it is hoped these notes will caenel 
help some readers to summarize, that in- ante 
dustry to-day has come to a time of crisis. a 
Decisions must be made, and made with oo 
all the authority of the labour movement § ¥ oe 
behind them, to work for higher objectives aiher 
than the ‘‘downing’’ of some other group, makes 
or the lessening of the hours of labour or tralian 
the raising of its remuneration without “ 
regard to any other consideration. But, § i ‘te 
side by side with this judgment must b 9,1... 
set the duty of industry to secure to its Hi» into, 
workers an increasing share both in its Bi the pa, 
direction and its profits. This is a move HM x Joac 
ment which has been gaining support for Hf th). 
many years, but progress towards the full Bi joorq 
participation of labour in management thapter 
and rewards is too slow, and must be Bip op¢};, 
speeded up if the sincerity of the move Bing coy 
ment is to be accepted. thich P 
The whole industrial foree—leaders and & ing out 
led—must face up to the challenge of the # In th 
hour, or remain at the cross-roads while & weount; 
the position further deteriorates. The call MH these 
is to sink one’s personal selfish aims, if Mrminde 





these retard true social progress, and work 
hard for the common good. 
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BOOK REVIEWS 


The Law of Banker and Customer in Australia. 
D. FARQUHARSON, Chief Security Officer, Bank of New South Wales; 1947. 


The Law Book Company of Australasia Pty. Ltd.). 


Banking is news. The banking of which 
we read so much in the daily press concerns 
legislation directed towards the economic 
and political aspects of banking rather 
than to the legal relationship of banker 
and customer. It is to this latter relation- 
ship that thé above-mentioned book is 
devoted. 


The many who are familiar with the late 

F. A. A. Russell’s standard work will 
recognise an old friend rearranged and 
rewritten and with much new matter 
added. Its suecessor is a worthy one. 


Analysis and Interpretation of Financial and Operating Statements. 
pp. 228. 


Butterworth and Co. (Aust.) Ltd. 


The scope of this book is set out in its 
frst sentence: it ‘‘is concerned with the 
technique of analysis and methods of inter- 
pretation of certain accounting statements’’, 
namely, operating (profit and loss) state- 
ments and financial statements (balance 
sheets). Interpretation has unquestionably 
become one of the most important functions 
of accounting, and its treatment by an 
authority of the calibre of Mr. Fitzgerald 
makes this book a timely addition to Aus- 
tralian accounting literature. 

Interpretation involves analysis as one 
if its instruments and, before one can 
malyse accounting statements intelligently 
wt interpret adequately, an appreciation of 
the background of statement preparation, 
it least in its theoretical basis if not in its 
tehnical procedures as well, is essential. 
Accordingly, after -a short introductory 
thapter setting out the scope of the book 
outline, the author discusses the account- 
lg conventions, doctrines and standards 
thich are commonly adhered to in carry- 
ig out the functions of accounting. 

In the discussion of the limitations of 
“counting statements which arise from 
these conventions and doctrines, we are 
tminded that these statements are partly 


By J. K. MaAnninea, Barrister at Law, and 


(Our copy from 
Price: £2. 


Pp. i-xv., 1-415 and Index. 

The combination of a member of the Bar 
and an experienced Banker is a happy 
editorial one: practice and theory appear 
to have been well blended. The book is 
primarily directed to the banker and legal 
man: accountants, however, will find in it 
answers to the many queries that arise in 
a client’s dealings with his bank. Of 
particular interest are the chapters deal- 
ing with cheques and bills of exchange in 
which, not only the law, but banking prac- 
tice is given. 


R. Kerrn Yorston. 


By A. A. FITZGERALD. 


Price: 17s. 6d. 


statements of fact and partly expressions 
of opinion. This mixture of fact and esti- 
mate means that the net profit which an 
operating statement purports to show is 
not an unequivocally exact result, it is 
rather ‘‘an estimate ... arrived at by the 
application to the known facts of judgment 
in the light of accounting conventions and 
doctrines’’. The attitude adopted towards 
the balance sheet is that it is a by-product 
of the technical process of preparing the 
profit and loss statement; it is a statement 
of assets and liabilities only in the technical 
accounting sense of those terms. It, too, 
is based on convention and doctrine and 
only partly on fact. Analysis and inter- 
pretation of these statements are therefore 
conditioned by their limitations, and the 
circumstances under which they were pre- 
pared may well affect the information 
they purport to impart. And, as trends in 
financial position or operating results are 
more important than any single set of 
figures, consistency in preparation and 
presentation is most important. 

In the next chapter the ambiguities of 
accounting terminology are discussed, and 
the author lists some of the glaring 
examples where lack of precision detracts 
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from the clarity of financial statements. 
The form in which these statements are 
presented is also discussed, and the neces- 
sity for analytical purposes of arranging 
data in the ‘‘report’’ or ‘‘vertical’’ form 
is pointed out and emphasised with 
examples. 


Mr. Fitzgerald then goes on to consider 
some of the principal bases of classification 
used in accounting statements and, after 
providing definitions of balance sheet 
groups, points out how defective or incon- 
sistent classification hinders effective anal- 
ysis and, consequently, proper interpreta- 
tion. 


Having thus defined and clarified his 
position, the author, in the next four 
chapters, deals with the significant relation- 
ships to be determined in the technical 
process of analysis. He draws a distinction 
between trend relationships, i.e. relation- 
ships between like items and groups in 
successive statements, and structural rela- 
tionships, i.e. relationships between one 
item or group in a statement with other 
items or groups in the same statement; in 
addition, he points out that there are trends 
in structural relationships. 


In the chapter on structural balance 
sheet relationships, the nature, purpose 
and significance of such relationships as 
working capital ratio, quick asset ratio, 
percentage of groups of assets and liabil- 
ities on total funds used and on proprietor- 
ship, ete., are discussed. The need to avoid 
rigid application of definitions is empha- 
sised as, for example, in the treatment of 
working capital, but the importance of 
consistency in treatment from year to 
year is also stressed. A wholesome caution 
is given in respect of working capital which 
applies in fact to the whole field of analysis 
and interpretation: ‘‘To say that a ratio 
of 24 to 1 indicates financial health merely 
because it exceeds a rule of thumb standard 
is to attempt to replace judgment by mech- 
anical calculation.’’ 


In the next chapter inter-statement rela- 
tionships are dealt with; for example, rate 
of turnover of average stock, turnover of 
book debts, and various results (net profit, 
operating profit, profit before providing for 
income tax, ete.), to funds used (total 
funds, total owners’ funds, ordinary share- 
holders’ funds, funds used in operating 
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assets, ete.). The purpose of each relation. 
ship, as well as the method of its calcul. 
tion, is clearly indicated. 


Structural profit and loss statement mn 
lationships form the subject of the ner 
chapter. These cover the significant rm 
lationships that can be derived from am 
one profit and loss statement for compar. 
son with corresponding relationships de. 
rived from other profit and loss statements 
Here, again, necessary caution in the w 
of these relationships is stressed. Fe 
example: ‘‘Comparisons of two years only 
are apt to be misleading because one year) 
experience is not a satisfactory standari 
by which to judge results of another year 
If year 2 is better than year 1, that ma 
be either because year 1 was a bad year, 
or year 2 a good one, or both. Moreover, 
comparison of two years only is of littk 
use in disclosing trends.’’ Several exampla 
illustrate the points involved, and the 
subject-matter is extended to cover analysis 
in trading and manufacturing businesses, 
with a warning against the illogical use o 
percentage relationships, particularly in 
respect of manufacturing concerns. 


In the following chapter trend relation 
ships in balance sheets and profit and los 
statements—their nature, measurement and 
use, and limitations—are dealt with. An 
extended example illustrates the point 
covered in this and previous chapters ané 
the use of graphic presentation, which 
particularly suitable to trend relationships, 
is illustrated by a number of very clear 
graphs. 


In the next two chapters we are taken 
through all the steps of an actual analysis 
of statements which have been prepare 
for shareholders over a period of ten years, 
from the preliminary steps of inquiry 3 
to quality of data, through the rearrange 
rent of the data for analytical purposs 
and the calculation of the significant rela 
tionships to the interpretation of the state 
ments. Here we see the analytical metho 
in operation. 


In the next chapter further detailed 
examples of the procedure of analysis af 


given. The first concerns the case of 
partnership, the second and third are, 

effect, post-mortem examinations of cot 
cerns which ‘‘passed out’’ in the depré 
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sion. The two latter cases, in particular, 
demonstrate the value of adequate and 
timely analysis of financial statements. 
The following chapter deals specifically 
with the distortion in accounting state- 
ments that generally results from the appli- 
eation of the doctrine of conservatism, 
while the final chapter indicates the use to 
which analysis of financial and operating 
statements can be put in audit procedure. 
It will be evident that this book is one 
whose scope is important not only for prac- 


Company Law for Accountancy Students. J. 


Published by Angus and Robertson, 
In his preface the author says, ‘‘the 
object of this manual is to provide a concise 
arrangement of the Companies Act 1936 
N.S.W. This statement describes the 
contents more aptly than the title, ‘*Com- 
pany Law The work is hardly a 
text-book on Company Law, other than for 
the ambit of examinations. It really a 
summary of the Act and the regulations 
done in a form which students find very 
valuable in saving studying time. 


is 


Qne particular advantage is the manner 
in which related sections of the Act have 
been brought together so that the student 
gets a more cohesive picture of the pro- 
visions scattered through the Act relating 
toa particular matter. There are several 
places where this process might have been 
extended, if only by appropriate cross 
references to other sections. By way of 
illustration, the author makes a comment 
mder Section 110 that ‘‘the auditor’s 
report is not open to inspection by any 
members before the General Meeting’’, but 
he does not make it clear that Section 111 
provides for the circulation of this report 
before the meeting by companies other than 
proprietary companies. 


The main danger of paraphrasing legal 
wording is that some of the legal sense may 
be lost, though this is not so ‘material ‘in a 
bok of this type if the student thereby gets 
abetter grasp of the practical operation of 
the Act. Even so, care must be taken to 
avoid such loose expression that the wrong 
Meaning may be conveyed. This occurs in 
wme places. On page 25 the inference 
Would be drawn that no company may pro- 
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tising accountants, but for executive 
officers, investors, creditors and consultants 
to investors and ereditors. It has been 
thoughtfully designed, carefully written 
and cleanly set up and printed. It repays 
careful study and, if it is read as widely 
as it deserves to be, it will do much not 
only to clarify for accountants the analyti- 
eal procedure of accounting, but also to 
sharpen the perceptions of non-technical 
readers towards accounting statements. 


L. ¢ 


BURKE, A.F.LA., First Edition, 1947. 


Price: 12s. 6d. 

allotment until the statutory re- 
quirements regarding minimum subscrip- 
tion have been satisfied, but proprietary 
companies do not have to meet this pro- 
vision, a fact which is not brought out in 
the text matter. Again, dealing with 
Section 108 it that the aggregate 
amount paid to directors must be disclosed. 
The exception in relation to managing 
directors and other salaried directors is not 
mentioned. 


ceed to 


is said 


somewhat unfortunate 
errors in the publication. On page 31 ref- 
erence made to the appointment of a 
Public Officer for income tax purposes and 
the section quoted is from the Common- 
wealth Income Tax Assessment Act 1922- 
1934. This Act was, of course, repealed by 
the 1936 Act, although much the same 
section has been re-enacted. Also, on page 
70 the author states that fixed and floating 
assets must be classified ‘‘under appropri- 
ate headings’’. There is no statutory obli- 
gation in New South Wales to use the 
headings Fixed and Floating Assets in a 
balance sheet. All the Act requires, in 
effect, is that they shall be distinct and not 
intermingled. There is no necessity to 
state the category into which a particular 
asset may fall. 


There are two 


1S 


The subject of Company Law covers a 
tremendous field; the Companies Act itself 
is formidable enough for most studeuts. 
This book serves a useful purpose in giving 
to students a summary of the Act’s pro- 
visions expressed in language which they 
should understand. 


R. A. IRISH. 
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“Functional Cost Accounting in the Liverpool Gas Company.” 
Published by the Liverpool Gas Company. 


F.C.1.A.; 1947. 

One should not be misled by the title of 
this book into assuming that it is of benefit 
only to Cost Accountants in the Gas Indus- 
try, although in this regard it is an excel- 
lent publication. It should be read by all 
interested in the study of Cost Accounting, 
as the author shows the practical appli- 
eation of the theory of the subject to a 
particular industry. 


Mr. Power undoubtedly is a practical 
man, who tells in a narrative style the way 
he has introduced a modern system of 
costing into a well established business and 
the results achieved. Hé points out in the 
first two chapters that this is not a job 
which can be done in a short period, and 
the fact that it was commenced during the 
stress of war-time and the Liverpool blitz 
speaks for itself. 


Chapter 3 deals with the fundamentals of 
the Costing system. Its main feature is 
its ‘‘Classification of Accounts’’ which is 
operated by a six figure numerical code, 
divided into three sets of two digits. 
Details are given of the complete code, 
which links financial accounts and the 
Costing system. It is comprehensive and 
detailed, giving a very exhaustive selection 
of sub-dissections. Although this is desir- 
able in some instances, it has tended in 
other cases to break down expenses into 
sub-headings of no particular value. For 
example, the value of the following dis- 
sections is questionable. Under the finan- 
cial account heading of —44—Fitting De- 
partment (Installation and Maintenance) 
expenses are :— 


88. Torches (including cycle lamps). 
89. Batteries. 

90. Torch Bulbs. 

91. Matches. 

92. Candles. 


Similar points appear throughout the 
code, but these are of minor consequence 
and are probably inherent in a Costing 
system ‘‘built around’’ a punched card 
system as in this case, for the temptation is 
there to capitalise on the statistical capacity 
of the mechanical equipment. 
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Edition. J. E. Pown, 


Price: 10s. 6d., sterling 


First 
155 pp- 


The following three chapters deal jp 
some detail with the mechanics of wag 
payment and stores routine, especially in 
relation to the punched ecard system. 4 
number of forms is illustrated showing the 
benefit of planned accounting methods 
The handling of stationery is considered g 
function of the Office Equipment Depart. 
ment, but why not an adjunct of the Store 
Controller? This would ensure uniformity 
of forms and methods. 


A difficulty is encountered in industria 
of this type in accounting for materiak 
used ‘‘on site’? when work is performed in 
the district, away from the location of th 
Store. Mr. Power’s views on the treat. 
ment of this type of work would have made 
interesting reading. 


One chapter is devoted to the method of 


accounting for Gasfitters’ labour costs 


Quarterly statements are prepared for each 


district, showing the percentage of each 
type of indirect labour to the time on the 
job. This is important in fixing chargeable 
rates to consumers and maintaining control 
of eosts. Treating travelling time from 
depot to job and from job to job as an over- 
head item is a sound step which has much 
to commend it. The author has amplified 
his methods at some length, giving a clear 
over-all picture of the final results. Illus- 
tration of the time sheets in use gives the 
impression that the clerical work of the 
fitter would be substantial, which, 
course, is undesirable, as not only would 
his direct work be reduced but his infor- 
mation may be inaccurate. 


It is noted on Page 118 that Mr. Power 
advocates depreciation being charged 
the estimated replacement value method 
He considers that none of the other methods 
‘‘give in these days of rapidly changing 
prices an economic charge for wear and 
tear’’. However, I suggest that in thes 
circumstances the method he advocates 
would be the most difficult to operate, 
his replacement value would be ‘‘rapidly 
changing’’. 





rmity 


istries 
-erials 
ned i 
of the 
treat: 
made 


10d of 
costs. 
r each 
~ each 
yn. the 
veable 
ontrol 
from 
| over: 
much 
plified 
. clear 
Tilus- 
es the 
yf the 
h, of 
would 


April, 1948 


In Chapter 15 a scheme is described for 
eentralising the control of trade labour in 
a Construction and Maintenance Depart- 
ment. Where similar works are located at 
various sites, it is pojnted out that the 
tendency is to maintain at each site a band 
of tradesmen sufficiently large to cover 
peak requirements at that site. Under the 
scheme advocated, centralising the control 
of the work of all tradesmen has effected 
considerable savings in the repair bill. 


Precision and Design in Accountancy. F. 
Ltd.; 1947. 


of Australasia Pty. Ltd.). 


pp. 145. Australian price: 23s. 


Mr. Bray is one of those rare accountants 
who is interested in reapproachment be- 
tween the accountant and the economist 
and in attempts to reconcile accounting 
and economic concepts. Since 1930, when 
he was preparing for his final accountancy 
examinations, he has been ploughing this 
somewhat lonely furrow; and not the least 
interesting part of this important volume 
is the Appendix of 39 pages, in which are 
reproduced many of the author’s letters 
to English accountaney journals and ex- 
changes of correspondence between him 
and Dr. G. W. Singer and between him 
and Mr. H. W. Norris, on such topics as 
Accountants and Economics, Accountancy 
Research, Depreciation, The Measurement 
of Profits, and the Maintenance of Real 
Capital. The body of the book deals with 
the philosophy and background of account- 
ing and the accountancy profession, and 
with accounting technique and research. 
The chapter on technique and research in- 
cludes a carefully documented examination 
of legal and theoretical accounting con- 
epts of profit; the chapter on philosophy 
and background is largely conceived with 
the present deficiencies of professional 
education, the approach to economic science 
and the reasons for the lack of intimate 
tontact between the work of the accountant 
and that of the economist. 


SEWEL L 


9d. (Our copy 
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Although certain chapters are somewhat 
brief, the author has covered a remarkable 
amount of ground in his book and, as he 
states in the concluding chapter, endea- 
voured to ‘‘lay the lines rather than build 
and drive the locomotive’’. He has shown 
a very virile and refreshing outlook, and 
his book is certainly a thought-provoking 
stimulant. 


J. F. POLLARD 


London: Gee and Company (Publishers 
The Book 


BRAY. 


from Law Company 


Like Mr. Leake, whose book Balance 
Sheet Values is also reviewed in this issue, 
Mr. Bray hopes for more liberal education 
for accountancy and for the extension of 
University schools of accounting. His 
advocacy of this development is so good 
that it should be read by every accountant 
who takes any interest in the status, oppor- 
tunities and responsibilities of accountants 
in the world of to-day. His final paragraph 
on this point is—‘‘It is therefore to be 
hoped that the time is not too far distant 
when the professional bodies will press 
forward to the setting up of University 
Schools of Accounting to which all entrants 
to the profession may be required to have 
at least some association. University 
Chairs of Accounting might very well be 
extended, and it would be an advantage if 
their occupants were required to hold pro- 
fessional qualifications. In this way study, 
interest and research would develop and 
perhaps the day would not then be so far 
distant when accountants would no longer 
be accused of missing their opportunities’’. 

More power to Mr. Bray; the profession 
needs him, and other thinkers like him, if 
only to escape from the tendency to narrow- 
ness and dogmatism which has so often 
brought accountants into conflict with 
engineers and lawyers as well as with 
economists. 


A. A.F. 
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COMMONWEALTH INSTITUTE OF ACCOUNTANTS. 


VICTORIAN DIVISION. 


Resignation of | 


The resignation of Mr. J. G. Davis, 
r.1.¢.4., from the Council of the Victorian 
Division of the Institute was accepted with 
profound regret by his colleagues. 

The name of Davis has been closely 
associated with the development of the 
Institute for over 40 years, as Mr. Davis’s 
father, the late C. H. Davis, was a member 
of the Council from 1908 to 1928 and 
played a distinguished role in moulding the 
early policy of the Institute. 

During the last 21 years Mr. J. G. Davis 
has rendered many valuable services to the 
Institute and the accounting profession. 
He was elected to the Council of the Vic- 
torian Division in 1926 and represented it 
on the General Council from 1935 to 1942. 
He occupied the office of State Vice-Presi- 
dent in 1928, State President from 1932 to 


Mr. J. G. Davis. 


1934, and was Honorary Treasurer of the 
Institute during the whole of the time he 
was a member of the General Coungil, 
From 1936 to 1946 he was a member of the 
Board of Examiners, and he has been an 
honorary Director of the Accountants 
Publishing Company since 1937. 

In addition to his contributions to the 
technical work of the Institute, Mr. Davis 
always sought to establish closer ties 
between members. Members’ luncheons 
and the annual sports day introduced 
during his term of office as State President 
have proved a great success. 

Members of the Council expressed the 
opinion that Mr. Davis’s presence will be 
greatly missed not only because of his 
experience and ability as a councillor, but 
because they all regarded him as a friend. 








